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Fore and aft, there’s plenty of room in a new De Soto. 
Leg room, head room, side room. And roominess is 
only part of the exciting new De Soto story. 

NEW LOOK! Styled for the future, De Soto is sleek as 
a newly christened cruiser. A big, new control-tower 
windshield gives you clear visibility horizon to horizon. 


NEW ENGINE! Turn the key in a new De Soto. That 
giant purring under the hood is the new Turboflash 
V-8 engine—powerful, quiet and thrifty, even on short 
trips around town. 


NEw RIDE! Torsion-Aire ride carries you smoothly 
over superhighways or super-ruts. . . takes you around 
corners without lean or sway... lets you stop without 
nose-dive. Standard on all models. See the new De Soto 


at your dealer’s today. 


Three wonderful ways to go De Soto! 
Firesweee ... big-value leader for 1958. FirepomE.. . smart new 


pace maker FIREFLITE... the ultimate in luxury. 


the exciting look 


and feel of the future LD E S OTO 





Count 'em yourself—three sailors infront, four in back, and two extras 


along for the ride. Total: nine smart sailors in a smart new De Soto! 


DeSoto dealers present Groucho Marx in “‘ You Bet Your Life’ on NBC Telemsion. 
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New telephone system permits growing businesses to “let out” their telephone 


facilities without having to get a whole new “suit of clothes” 


The Bell System brings out another 
improvement in modern telephone 
. a simple and flexible dial 
telephone system that grows as the 


service... 
business grows. 


In these days when so much business 
is done by telephone, many companies 
find themselves faced with overloaded 
communications systems. 


To mect this situation, the Bell Sys- 
tem has developed a “‘packaged”’ type of 
dial telephone system that takes up little 
space and is quickly and casily installed. 


The new equipment, known as the 
756A dial telephone system, is so com- 


Working together to bring people together 


pact that it can be located in general 
office space. At today’s rentals, this 
compactness represents a real saving 
Equipment cabinets are soundproofed. 


The dial switching unit is easily in- 
stalled by the use of plugs, much the 
same as a washing machine is plugged 
into an electrical outlet. Businesses that 
have this new system and grow to more 
than 40 office telephones can expand 
in most cases to as many as 60 tele- 
phones by a simple change in existing 
equipment. 


One of our biggest jobs is helping 
businesses to grow. This is another ex 


...BELL TELEPHONE SYSTEM 


ample of our lively interest in matching 
telephone service to our customers’ 
always expanding needs 


Moduler Pushbutton Key Console provides sim 
plified operation, saves time, speeds service 
and occupies little space. All calls disconnect 


automaticall 


® 








RENT 


$82.50 PER MONTH 
INCLUDING 
FULL MAINTENANCE* 





.«» WITH ROLLINS LEASING 


rather than paying mileage to employees 


You could save over $1000 on each unit of your trans- 
portation fleet this year — and cash in on a host of other 
advantages, too. Hire your salesmen for their ability — 
not the cars they own. And every one of your repre- 
sentatives will have a brand new car! 


PURCHASED AND LEASED-BACK: COMPANY FLEET 
OF CARS, TRUCKS, FORK LIFTS AND AIRCRAFT 


If your fleet is company-owned, Rollins offers many 
advantages. Rollins buys your fleet for cash and leases 
it back to you. You can receivé a higher return for this 
invested capital when it is used for more productive 
purposes, rather than tied up in transportation equip- 
ment. Of course, with a Rollins lease plan, your yearly 
transportation charges become immediately known; 
and the full cost of leasing is tax deductible. The prob- 
lems of a company fleet — maintenance, bookkeeping, 
licenses, trades, and much lost time — can be forgotten. 
Rollins takes care of them all. 








PUT YOUR TRANSPORTATION IN EXPERIENCED HANDS 


Rollins national and Canadian network of regional 
offices and dealers makes service or delivery at any 
spot on the continent only a telephone call away. The 
Rollins organization has the integrity, stability, experi- 
ence, and depth necessary to serve a customer list of 
nationally important firms. That’s why more companies 
are choosing Rollins. We invite you to join them. 


TRUCKS — Any make — any model tractor trailers. 
Stake or panel bodies with or without any special 
equipment or accessories you need or desire. 


AIRCRAFT — Executive aircraft to speed key person- 
nel to branch offices or subsidiary factories. 


CARS — For your salesmen and your executives. Any 
make — any model, with any special accessories or 
equipment that you desire. 


FREE — Write or call for Rollins Free Do-it-Yourself Com- 
parison Chart. Fill out your own company transportation 
fleet against Rollins lease costs. See for yourself the case 
for leasing at your company. INCLUDED: Free courtesy 
credit card for Rollins daily rental ‘““Charge-A-Car”. 


ROLLINS 


LEASING CORPORATION 


14TH & UNION STREETS, WILMINGTON, DELAWARE 
Telephone Olympia 6-5401 TWX-WL 287U 


2930 CRENSHAW BLVD., LOS ANGELES, CALIFORNIA 
Telephone Republic 4-4121 TWX-LA 287U 


BOARD OF TRADE SUILDING, CHICAGO, ILLINOIS 
Telephone Wabash 2-4377 TWX-CG 3272 


*Maintenance includes .. . 
heater, delivery, tires, tubes, 
license plotes, state inspec- 
tions, anti-freeze. 
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FORBES 


FOUNDED 1917 by B. C. FORBES (1880-1954) 


Dear Reader: 


After a thing has been done regularly for ten years, I suppo 
it can properly be called a tradition. That at least is the way 
think of Forses’ Annual Reports on American Industry. 

This issue comprises the tenth such report. Into its preparation 
has gone more effort than ever before: hundreds of interviews, 
thousands of carefully marshalled and double-checked facts, tens 
of thousands of statistical calculations. Ingenious new tests have 
been devised to reduce this vast range of data about each company 
to significant yardsticks of performance. Finally, ratings have been 
arrived at to sum up the comparative success and ability of the 
managements of each of nearly 200 of America’s largest corporations. 

Naturally any such effort is bound to be controversial. For what 
our editors have done, in effect, is to put a spotlight on manage- 
ment. No effort has been spared to insure that the ratings are 
thoroughly impartial, and I sincerely believe that the results are 
as sound and fair as men can make them; but even these estimates 
can be subject to debate. 

From what readers have told us, Forses’ Annual Reports have 
come to be depended upon by thousands in the financial community 
as basic guideposts for investment. Naturally this is a source of 
considerable pride to all of us. But another thing has also happened, 
and it is one that I find equally gratifying. It is this: over the 
years, these Annual Reports have also come to be quite as eagerly 
welcomed by top leaders in industry and their associates. 

Many of these men are personal friends, men whom I deeply re- 
spect. So I have been very conscious that they might well have 
resented being singled out for frank comparison within industries 
Actually, however, these men have welcomed Forses’ management 
ratings and understood our aims in presenting them. Many have 
urged us to be uncompromisingly candid in our judgments of thei: 
companies. As one of them, the chairman of a billion-dollar com- 
pany, expressed it to me: “It does us all a world of good. We want 
to know how we are looked upon from ‘the outside.’ ” 

This to me is striking and important. For it is, after all, only 


human nature to shy away from judgment and criticism. Yet these 
men welcome it. That they do, I think, speaks volumes about the 


caliber of our industrial leaders, and about the future of our nation 


Bruce C. Forses 
President, 


Forses Inc 


Inc., 70 Fifth Ave., New York 11, N. Y. Entered as second-class matter, September Volume 81 
January 1 7, 1917, at Post Office, New York, under Act of March 3, 1879. Subscription $6.00 a year in U.S.A. Copyright 1957, Forbes, In 
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In times 
like these... 


Should you buy? 
Should you sell ? 


We can’t give you categorical an- 
swers to those questions, of course, 
because individual circumstances will 
always dictate the best course for any 
security Owner. 


| tell me if. . 


READERS SAY 


Emerging Merger? 


Sr: I would consider it a favor if the 
author of the article “Railroads—Mighty 
Merger?” [Forses, Nov. 15] would kindly 
. absorption of such a sys- 
tem as the Nickel Plate with its Wheel- 


| ing and Lake Erie (by either New York 


Central or Pennsylvania) would be 
within the realm of possibility. I per- 
sonally believe this would be a healthy 
transfusion to the betterment of al] con- 
cerned, excepting that I wonder if the 
ICC would not object under plausible 


| assumptions of stifling competition. 


But we do want to emphasize the 
fact that our basic philosophy of in- 
vesting remains unchanged. We can 
sum it up in two statements— 


(1) We believe that now is as good 
a time as any to invest in Amer- 
ican business through owner- | 
ship of carefully selected stocks 
or bonds if you have extra 
money after providing for liv- 
ing expenses, adequate insur- 
ance, and an emergency fund. 


We believe that any portfolio 
should be reviewed periodically 
—in any kind of market—to 
see if it can be improved by 
exchanging one stock for an- 
other, shifting into bonds or | 
preferred stocks—or, reversing 
this procedure when times seem 
opportune. 


If you have any doubts about your 
proper course of action in the present 
situation, we hope you'll feel free to 
submit your problem to our Research 
Department. 


Our portfolio analysts will be happy 
to suggest the most suitable moves 
they can, and you won't be charged a 
cent for their detailed analysis of your 
current position. No, you won't incur 
any obligation, either. 

If you think such an analysis might 
prove helpful, simply write to — 


FRANK V. DeEEGAN, Department SD-11 


Merrill Lynch, 


Pierce, Fenner & Beane 


Members New York Stock Exchange 
and all other Principal Exchanges 


70 Pine Street, New York 5, N. Y. 
Offices in 112 Cities 





—JekryY NISSIM 
San Francisco, Calif. 


The quote to which Reader Nissim re- 
fers (“ ... it would seem more logical 
for both of them to absorb some of the 
smaller systems within their network— 
the Nickel Plate, for instance”) was a 
Wall St. analyst’s speculation on the 
worth of such a move, not a considera- 
tion of possibility. To the best of our 
knowledge it remains no more than that. 
—Eb. 


Dividend Cut 


Simm: Some further statement to the 
stockholders of Baltimore and Ohio re- 
garding the sudden'cut in dividends 
(Forses, Dec. 15) should be forthcom- 
ing from the president of that organiza- 
tion. According to information allowed 
to be widely circulated, earnings for the 
first three quarters of 1957 were highly 
satisfactory. Any drop in earnings for 
the fourth quarter could be based on that 
period and would hardly be expected to 
depress the entire year’s earnings so 
completely. The president’s announce- 
ment of a drastic cut in dividends came 
to the public as a complete surprise . . .” 

—IreneE M. ERDMAN 
Berkeley, Calif. . 


Says B&O President Howard E. Simp- 
son: “The quarterly payment of 25c a 
share represents the board’s considered 
judgment of the extent to which it would 
be reasonably justified in committing the 
company for 1958 payments at this early 
date in the light of present and prospec- 
tive traffic volume and unsettled business 
conditions. Near the end of 1958 the 
board will again have opportunity to con- 
sider any further payment in that year, 
which in the light of conditions then pre- 
vailing, may be deencd proper.”—Eb. 


More Getty 
Sir: 


Ever since you wrote a cover 


| story on J. Paul Getty (Forses, July 15), 


and the news broke that he was the rich- 


| est man in America, he has been getting 
| wide public attention. From comparative 


anonymity, he is almost as famous as 
Hollywood movie stars. Fascinating 
businessman. I liked your piece in De- 
cember 15th issue. I wonder how he likes 


all the publicity he’s getting. 
—Norman Huston 
Chicago, II. 


Not very much. Getty’s comment on it: 
“It looks as though I'll have to change my 
name if I expect to get any peace.”—Ep. 


' Philosophy 


Sir: I derive [so] much pleasure from 
your “Thoughts” page, that it has in- 
spired me to try my own hand at 
composing an epigram setting forth a 
philosophic view: 

“Not to let pride stand in the way of 
ambition or ambition to lead us into ex- 
cess aggressiveness cultivates a sense of 
discretion. To learn to compromise and 
settle for less than the top or the next 
best gives us a sense of balance and pro- 
portion, else we are left by the wayside 
to reflect over our foolish pride . . .” 

—ABRAHAM MANDEL 
New York, N. Y. 


Tax Sellers 


Sir: In an article on the 25-year high 
reached by short positions on November 
15 (“Are Bears Bullish?”, Forses, Dec. 
1), I wonder if you did not miss an im- 
portant point. 

It is my understanding that by the use 
of short sales, important tax advantages 
can be obtained by sophisticated tax- 
payers in special situations. If they did 
so, is it not possible that at least some 
of the shorts were in that position for 
tax reasons and for no other? 

—James C. CLEVELAND 
New London, N. H. 


True. But that did not change the point 
of Forses’ story: that short sale figures 
are an interesting technical indicator.—Eb. 


Bear Signal? 


Sir: In your issue of December 15, you 
reported that tire-makers’ profits were 
being helped by sales of replacement 
tires (Forses, “The Fifth Wheel”). This 
may be good for the rubbermen, but it 
strikes me as something of a bear signal. 
Replacement tire sales improve, it seems 
to me, because people do not buy as high 
a percentage of new cars. And when 
people hesitate to buy new cars, I be- 
lieve it is because they are uncertain 
about business conditions... . 

—Rosert SANDERS 
New Orleans, La. 


Clayton’s Count 


Str: Having just finished reading your 
very informative article on Harold Clay- 
ton (“Big Count,” Forses, Dec. 15) 
I began thinking about the amount of 
work that’s involved in keeping track of 
every common stock on the New York 
Stock Exchange . . . What sort of com- 
puter does Clayton use? 

—Howarp FRANKEN 
Chicago, Ill. 


Nothing more elaborate than an adding 
machine—Eb. 
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Roland Gohlke, Dow Chemical Company engineer, using the new Bendix Time-of-Flight Mass Spectrometer. 


HOW THIS AMAZING NEW BENDIX INSTRUMENT 
CUTS COSTS FOR CHEMICAL COMPANIES 


When high-volume chemical proces- 
sors have to shut down production 
when bad batches occur, they lose 
money in direct proportion to the 
length of time it takes to find out 
what’s wrong with the mix. 

The Dow Chemical Company has 
been using a new-type Bendix Time- 
of-Flight Mass Spectrometer to help 
solve this problem. This amazing 
instrument ‘“‘fingerprints’” or iden- 
tifies all the ingredients in a mix 
instantly, including impurities which 
may be present. Corrective action can 


A thousand products 
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thus be taken quickly and regular pro- 
duction resumed with minimum loss. 

This new Bendix instrument is the 
fastest mass spectrometer ever 
designed. Dow uses it in conjunction 
with relatively inexpensive accessories 
and gets faster results than conven- 
tional mass spectrometers can pro- 
duce. In research, a problem which 
once took Dow three months to solve 
was solved by the Bendix mass spec- 
trometer in four hours! Dow reports 
the instrument to be remarkably 
trouble-free—only four hours of down- 


time out of 800 hours of operation 

In addition to Dow, the Bendix 
mass spectrometer is being used by 
other major chemical companies, 
leading universities and government 
agencies including The U.S. Bureau 
of Standards. To cut costs for vou as 
it is doing for others, why not check 
to make sure your laboratory people 
are up to date on this development? 
For complete information, write direct 
to our Cincinnati Division, 3130 
Wasson Road, Cincinnati 8, Ohio 


a million ideas 





H KP seeks new ways 


fo serve industry 


& 


Porter research remains alert to new developments which may, in turn, help customers increase their sales. 


There are few ivory tower thinkers among the engineers and 
researchers of H. K. Porter Company, Inc. 

Rather, they’re shirt sleeve scientists seeking practical solu- 
tions to specific manufacturing problems. 

The results, whether arrived at by empirical or theoretical 
routes, have often been rewarding. They have meant more effi- 
cient electrical equipment, more durable alloys for the’ atomic 
age, refractories with more versatility. They have meant, for 
example, the extrusion of silicones for large inside diameter 
hose...a feat which Porter's Quaker Rubber Division was first 
to perform. 

Porter's search for new and improved products, continues in 
all its divisions, serving industry with steels, fabricated steel 
products, copper-alloy metal products, electrical equipment, 
refractories and industrial rubber, wire and cable. 


H. K.PORTER COMPANY, INC. 


CONNORS STEEL - DELTA-STAR ELECTRIC + DISSTON - RIVERSIDE-ALLOY METAL 
LESCHEN WIRE ROPE + QUAKER RUBBER - REFRACTORIES + VULCAN CRUCIBLE STEEL 
W-S FITTINGS + H.K. PORTER COMPANY (CANADA) LTD 





TRENDS & TANGENTS 


Businessmen are cutting back on their 


| capital spending plans for 1958. One 


survey found that new plant and 
equipment spending this year will be 


| about 7% less than last year’s all-time 
| high of around $38.6 billion. But, 


warns the survey, if business declines 
more than is now expected, such 
spending may be cut even more. 


Wall Streeters are currently laughing 
over this story, which may or may 
not be true: a lady “investor” de- 
cided to enter the commodity market 
for the first time by buying 10,000 
bushels of May wheat. Three months 
later, she phoned her broker and com- 
plained that she had not yet received 
her quarterly dividend. 


Stock market due to climb upward 
this year? Many Wall Streeters feel 


| that it will. Their argument: the 


prices of high-grade bonds and high- 


| grade preferreds climbed sharply near 
| the end of last year. As they see it, 


| this means a rush to invest in “yield” 


issues, which eventually will spill over 


to the stock market. 


Not all steelmen are looking gloomy 


| these days. Both Republic Steel and 


Inland Steel predict an upturn in 
operations for the latter part of this 
year. Notes a Republic spokesman: 
“There’s nothing to change our previ- 
ous views that this country is headed 
for greater prosperity in the years 
ahead.” 


The boom in electronics, which got 
underway after World War II, shows 
no signs of slowing down. Factory 
sales of such products in 1957: more 
than $7 billion, vs. $5.9 the previous 
year. Since the squeeze on spend- 
ing by the military, which now takes 
more than 50% of total electronics 
production, seems to have ended, 1958 
will probably see a further increase 
of 8%-10°% in industry sales. 


“A crushing world depression” was 
forecast by former Ambassador to 
Italy Clare Boothe Luce unless the 
U.S. acts for “liberalization of trade 
and removal of restrictive barriers.” 


| Reason for Mrs. Luce’s remarks: the 


Administration’s reciprocal-trade bill 
faces bitter opposition in some Con- 
gressional quarters. 

(CONTINUED ON PAGE 10) 


FORBES, JANUARY 1, 1958 





PVAYVLY, JV! £4, fA 


MEET THE 


‘mah : 
Cha aR NOL 
Ph EES NE 

de + ee 


aS aaka eRe 
ad tm 


wee 





NEW PONTIAG 


If you like to be first with the newest... this is for you! 


Never before have all these advances 

been teamed in any car you could own 

or drive! They have been brought to- 

gether now in the 58 Pontiac especially 

to celebrate the Golden Anniversary of 

Pontiac and General Motors. You'll 

discover daring—and wonderful—new 

improvements in performance, han- 

dling, safety and comfort. And there’s a 

long list of world-of-tomorrow options 

to choose from—so that you can tailor 

this Bold New Pontiac to your own 

4 personal specifications of the “ideal 

action response in a choice of car’. It’s all ready for you now at your 
peptone” <2 tees Pontiac dealer’s. So, pay him a visit 
and make a clean break with the past. 


ONLY CAR WITH... 


PONTIAC MOTOR DIVISION OF GENERAL MOTORS CORPORATION 
FORBES, JANUARY 1, 1958 




















Or you can put it this way: keep employees happy and they'll do a 
better job. 


That's one thing about our West. It's a wonderful place in which to enjoy 
life. There's plenty of space to give one a sense of freedom, and there 
are varied recreational opportunities. People are friendly: They make 
you feel at home. 


In the western states served by our railroad, you're quite certain to find 
a plant site that meets your requirements from an industrial or commer- 
cial viewpoint. That includes, naturally, the modern, efficient freight and 
passenger service provided by Union Pacific. 


For information about available sites, see your nearest U.P." repre- 
sentative or get in touch with us direct. 














Map shows the vast western area 
served by Union Pacific. 








INDUSTRIAL DEVELOPMENT DEPARTMENT 


UNION PACIFIC RAILROAD 


OMAHA 2, NEBRASKA 


TRENDS.& TANGENTS 


(Continued from page 8) 


Clean cars for new customers are 
the order of the day in West Ger- 
many. On request to the dealer, buy- 
ers of pint-sized Goggomobils can 
have their purchases delivered se- 
curely wrapped in cellophane bags 
(to protect both chrome and lacque: 
finishes). 


The Nation’s country-club members, 
according to a survey, spent an aver- 
age of $288 in 1957 on dues, $244 on 
country-club food, $141 on country- 
club beverages. Inflation has had its 
affect: dues for 1957 totaled over 
4.3, more than in 1956. 


The New York subway strike, un- 
happy retailers estimated, cost them 
$5 million a day during usually lucra- 
tive December. Even cab drivers, 
who have profited from transporta- 
tion tieups in the past, complained 
bitterly about the lack of Christmas 
shoppers. Said one: “The streets are 
almost completely empty. Nobody’s 
moving here.” 


A policeman’s lot in the U.S.S.R. is 
not a happy one, according to a study. 
Of officials recently executed, 18 were 
high-ranking officials in the secret 
police. 


The Canadian dollar reached its 
lowest level in over a_ yea 
($1.027), and many Canadian busi- 
nessmen’s faces were wreathed in 
smiles. Reason: the falling trend of 
the dollar’s value will discourage im- 
ports. Canada’s investment bankers 
hope a reduction in imports, expan- 
sion of exports, will offset to some 
degree any fall in total investment- 
spending in the next few months. 


Britain’s car exports to the U.S. for 
the first ten months of 1957 set a 


| record at $87.9 million. Sales were 


two and a half times larger than for 
any other comparable period in the 
last five years. 


(CONTINUED ON PAGE 12) 
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How our bankers “on the Sixth” can serve you overseas 


What you’re looking into here is the sixth floor at 55 
Wall Street—First National City’s Overseas Banking 
headquarters. 

And it’s well worth looking into if you do business 
anywhere abroad or plan to. These bankers ‘‘on the 
Sixth,” are specialists who can keep you up-to-date on 
world trade developments. Their fund of ready informa- 
tion might save you some cable costs. Maybe even a trip. 


The officers of this supervisory group have had hun- 
dreds of years of experience as resident bankers abroad. 
They speak the language and know the customs of the 
areas they supervise. Through them infermation is 


available to customers from nearly 200,000 credit files 
on foreign accounts kept current here in New York. 
These overseas experts are in daily contact with First 
National City’s resident officers who supervise more 
than 5,000 Citibankers in the Bank’s 70 Overseas 
Branches, Offices, and Affiliates. They can also call 
upon correspondent banks in every commercially im- 
portant area in the world, 


Have you a situation now where these facilities might 
come in handy? Put our overseas bankers to work for 
you. Contact them at First National City’s Head Office, 
or through any of our 78 Offices in Greater New York. 


The FIRST 


NATIONAL CITY BANK 
of New York 


Head Office: 55 Wall Street 


70 Overseas Branches 
Offices and Affiliates 
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Member Federal Deposit Insurance Corporation 


78 Offices In 
Greater New York 

















DIMENSIONS OF FREEPORT 


Freeport in 1957 made important progress in its program 
of diversification and expansion: 


Nickel and Cobalt 


Our $119,000,000 nickel-cobait project was launched on a full scale. Completion 
in mid-1959 of mine and concentrating facilities in Cuba and of a refinery in 
Louisiana will create 50,000,000 pounds a year of new nickel capacity and 
4,400,000 pounds of cobait capacity—a major new source of these vital metals. 


Production and sales of oil rose to a new record, and proven reserves were 
further increased. Arrangements were made, subject to F.P.C. approval, for 
the sale of gas. Plans for the new year include active development of proven 
acreage and extensive exploration for more oil and gas. 


Potash 


A jointly owned subsidiary, National Potash Company, began production near 
Carisbad, N. M., and significant new ore reserves were acquired. 


Sulphur 


Production and sales achieved levels among the highest in our history. Early in 
1958 construction will begin at Grand Isie, a major new sulphur discovery in 
the Gulf of Mexico. This first completely off-shore sulphur mine will incorporate 
many unique features designed to make it one of the worid's most efficient 
sulphur operations. 


FREEPORT SULPHUR COMPANY 




















AMERICAN NATURAL GAS COMPANY 


A NEW JERSEY CORPORATION 


MICHIGAN CONSOLIDATED GAS COMPANY MILWAUKEE GAS LIGHT COMPANY 
MICHIGAN WISCONSIN PIPE LINE COMPANY 
AMERICAN LOUISIANA PIPE LINE COMPANY 


AN INTEGRATED NATURAL GAS TRANSMISSION AND DISTRIBUTION 
SYSTEM WITH MORE THAN HALF A CENTURY OF SUCCESSFUL 
OPERATION—SERVING MORE THAN A MILLION CUSTOMERS 
—CONTINUING ITS EXPANSION PROGRAM. 














TRENDS & TANGENTS. 


(CONTINUED FROM PAGE 10) 


The health hazards of radiation 
from nuclear energy will be studied 
by three universities (Harvard, 
Johns Hopkins, Pittsburgh) as the 
result of a $1.5-million Rockefeller 
Foundation grant. Purpose of the 
research: to equip public-health ex- 
perts to guard civilian populations 


| against dangerous exposure. 


Animal Insurance Company of Amer- 


| ica paid its first claim: $200 for 


a German shepherd hit & run over 
at Wappingers Falls, N.Y. The com- 
pany—the first one licensed to sell 


| life policies on dogs—claimed that 
| identification was provided by a print 
| of the dead dog’s nose, which also 


appeared on the insurance applica- 
tion. 


Food purchases hit an all-time 


| record in 1957. Americans paid $75 


billion for their food, 6% more than 
in 1956, 87% more than a decade ago. 


Engineer shortage? The Govern- 
ment is searching for missile special- 


| ists, but there seems to be an excess 


of aircraft engineers and _ scientists. 


| Fourteen of them, laid off because of 
| cutbacks in military airplane produc- 
| tion, recently rented a Manhattan ho- 


tel room, then proceeded to invite 
airplane company representatives in 
to see them. One prospective em- 
ployer “was mildly interested in some 
of us,” complained one of the job- 


| seekers, “but said he could be ‘very 


selective’ because so many are avail- 
able.” 


“A color picture a minute’ may be 


| Polaroid Corp.’s new advertising slo- 


gan. The company announced it had 
perfected adaptation of color film to 
its Land camera, plans to design the 
new films to fit the present Polaroid 
line. 

7 * e 


Lower attendance at sporting spec- 
tacles, concerts, theaters is reflected 
in excise tax collections from these 
events. The Internal Revenue Bu- 


| reau reports that for the 1957 fiscal 


year, such taxes dropped 37% to 
$75.8 million. 
(CONTINUED ON PAGE 120) 
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Aveo today 


Crosley 
Height Finder 
has range, 
will travel 


Fi MBE x 


Mighty radar stations ar 
listening posts of Ameri 


iuir defense system. But they 
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enough. Troops on the m 


warning of approaching hosti 
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A new radar was neede« 


“ 


light enough for easy tra 

enough to withstand 

and powerful enough to sear 

bevond the reach of any de 

available. The assignment of desigt 
building and producing it is given 

to Avco’s Crosley Division. The MPS-16 
height finder is the result. Working in 
cooperation with the AR D¢ Rome (N.Y.) 
Air Development Center, Crosley has 
given the Air Force and Marine ¢ orps 
another great contribution for 


national defense. 


THIS IS AVCO 
Avco today is a diversified organization 
whose products include aircraft power 
plants and structures, electronics fo 
defense and industry, and spec 
home and farm equipment. Avco’s 


divisions and subsidiaries are 


Lycoming iViation, mal 
powel plants... Crosley—elee 
and aircrait structures 
Kitchens kitchen equip 
architectural porcelain 
zee Flow—specialized fa 
Research and Advanced De 
missile and allied resea 
Broad isting Corpor il 
oand T\ 


group 
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Avco Manufacturing Corporation 
Wi 420 Lexington Avenue, New York, N. Y. 








BUSINESS IN MOTION 





To wer CoLeagued on ptbinendiine Lien... 


Under today’s competitive conditions, a manufac- 
turer can’t afford to take anything for granted. He 
continually seeks to improve even the so-called “per- 
fect” product and to reduce production costs. 

One such progressive manufacturer, in reviewing 

the materials and processes used in making their 
spherical roller bearing cages, sought the opinion of 
others. One of those “others” was 
Revere’s Technical Advisory 
Service, which was called in to 
review the kind of brass that was 
being used in the cages and to 
study the problem first-hand. 
This meant consulting with the 
engineering department as well 
as observing the manner in which 
the bearing cages were being pro- 
duced. 

After a careful study recom- 
mendations were made. The re- 
sult was the adoption of specification changes in the 
brass strip used which, in addition to improving the 
quality of their roller bearing cages, gave this manu- 
facturer the following money-saving advantages: One 
bore pressing operation has been eliminated. Machin- 
ing is more easily accomplished. Less machining is 
required. Tool life has been increased with some 


speeds increased up to 100% and feeds up to 30%. 


Rework due to burrs has been greatly reduced. One 
step less is required in the deburring operation while 
savings through reduced cycle time for remaining 
deburring operations are up to 40%. Chips are small 
now ... there is no “angel hair” to clutter work area. 
Life of punch used in notching roller bearing cage 
lias been doubled. Now a run may be completed with- 
out making tool adjustments due 
to sharpening tools. Machining 
speeds and feeds have been sub- 
stantially increased over those ia 
machining the former alloy. Die 
setters report that considerable 
work has been eliminated in set- 
ting up the tools used. All of 
which resulted in substantial 
savings in time and money. 

This is still another eye-open- 
ing example of Revere supplying 
the metal that will do the best job 

and with the greatest economy .. . be it brass, copper 
or aluminum or any one of their alloys. It is also an- 
other example of the many advantages of working 
closely with your supplier, whether it be through Pur- 
chasing, Production, Engineering or Design Depart- 
ments, separately or collectively. It is one sound way 
to go about lowering production costs, improving 


manufacturing techniques and bettering your product. 


REVERE COPPER AND BRASS INCORPORATED 
Founded by Paul Revere in 1801 


REVERE 
My mw Executive Offices: 230 Park Avenue, New York 17, N. Y. 
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Can You Call a Man a “Failure” 
at Thirty? 


Men who think that success is only a matter of “a few years”’ 
are failures ... however young they are! 


How often have you heard some young man in business say, “I'll admit the job I have now 
isn’t much but, after all, I’m only in my twenties.”’ 

Or: “Just about every executive in the company I work for is between 45 and 65. I have 
plenty of time to get ahead.” 

This mistaken idea that success comes automatically with time is easy to understand. 
Promotions do come regularly and effortlessly to young men of promise. But the day arrives, 
often abruptly, when that promise must be fulfilled. Native ability and intelligence can carry 
a man only to the mid-way point in business—beyond that he must prove his capacity to justify 
a position of executive responsibility. That calls for a practical, working knowledge of business 
fundamentals. 

The time to build that knowledge--to lay a solid groundwork for your future progress— 
is now ... now while time is still on your side. If you fail to recognize that fact, you'll know 


only struggling, skimping and regret when your earning power should be at its height. 


FOR THE 


ALEXANDER HAMILTON INSTITUTE 
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71 West 23rd 8t. 
New York 10,N.¥. 


BUSINESS MAN WHO 


I ALEXANDER HAMILTON INSTITUTE 
Dept. 601, 71 W. 23rd St., New York 10, N. Y 
In Canada: 57 Bloor St. W., Toronto, Ontario, Canada 


HH’ the world is half asleep! 
Men who could be making twice 
their present salaries are coasting 
along, hoping for promotions but 
doing nothing to bring themselves 
forcefully to the attention of man- 
agement. They’re wasting the most 
fruitful years of their business lives... 
throwing away thousands of dollars 
they'll never be able to make up. 


If you want to discover how to 
start to succeed while you're still 
young—if you want to avoid the 
heartbreak of failure in later years 
—send today for “Forging Ahead in 
Business”. .. one of the most prac- 
tical and helpful booklets ever 
written on the problems of personal 
advancement. You will discover 


REFUSES TO STAGNATE 


what the qualifications of an execu- 
tive are in today’s competitive mar- 
ket...what you must know to 
make $15,000, $20,000 or more a 
year... what you must do to accu- 
mulate this knowledge. 

“Forging Ahead in Business” was 
written for ambitious men who seri- 
ously want to get down to bed-rock 
in their thinking about their busi- 
ness future; there’s no charge for 
the booklet because, frankly, we've 
never been able to set a price on it 
that would reflect its true value. 
Some men have found a fortune in 
its pages. If you feel that it’s meant 
for you, simply fill out and return 
this coupon. Your complimentary 
copy will be mailed to you promptly 


wn 85 


Please mail me, without cost, a copy of your 48-page book— 


“FORGING AHEAD IN BUSINESS" 


eee Snduinsdenkeiersesasdatatesunen 


Business Address. 
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GUARDING 5 BILLION FLIGHT MILES 


“On final approach,” radios the pilot. Down goes the landing gear for 
another happy landing. Special petroleum lubricants and fuels — 
pioneered by Texaco research — play an important part in the 

5 billion passenger miles flown each year. During the past 22 years 
more scheduled revenue airline miles in the United States have 

been flown with Texaco Aircraft Engine Oil than with all other 
brands combined. A typical example of how Texaco research 


cooperates with industry. 
TEXACO 


THE 
TEXAS 
COMPANY 


Progress...at your service 
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“With all thy getting get understanding” 


FACT AND COMMENT 





by MALCOLM S. FORBES 


THE OUTLOOK FOR 1958 


At the end of every year, the editors and economists of 
Forses’ subsidiary, Investors Advisory Institute, Inc. make 
a detailed and comprehensive study on the business out- 
look for the year to come. Believing their findings to be 
of interest to all investors, I have asked them to summa- 
rize these findings for the readers of Fornes Magazine. 

Here, then, is IAI’s selection of industries most likely 
to do well during 1958 and its reasons for believing so. 


FOOD CHAINS 


Food chains have enjoyed good growth in the past and 
possess excellent future potential. They can expect fur- 
ther rising sales and a gradual improvement in profit 
margins. At present, the entire food chain industry is un- 
dergoing major changes that will last for the next few 
years. The practice of merger and absorption will con- 
tinue, making fewer but stronger chains. Managements 
are coming to believe that their best way to thrive may lie 
in transforming the present grocery store into a modern 
version of the old general store. The industry’s excellent 
long range growth potential far outweighs any negative 
pressures from possible increased competition. About 
2,500 new stores were opened last year; forecasts see no 
immediate slackening in construction. There is an industry 
trend toward more profitable operations through more 
efficient warehousing and distribution and use of non-food 
lines. Current year food chain revenues can be expected 
to rise about 6% above last year. Net profit should follow 
with an estimated 5% gain. 


CORN REFINERS 


During the next six to twelve months, the corn refining 


Tobacco Utilities 
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industry should be one of the few industries to report sub- 
stantially higher earnings. Corn remains the backbone of 
American agriculture. Three out of every five farms in the 
U.S. produce corn as one of their basic crops. About four- 
fifths of the corn raised is consumed on those farms in 
which it is produced. The remainder is sold in the market 
as a cash crop. It is this one-fifth which feeds the corn re- 
fining industry. There exists a relatively small number of 
companies in this industry because of the high capital cost 
in setting up plants. Most interesting is the fact that in 
recent years corn refiners have begun to look into the pos- 
sibilities of corn not only as a food but as a raw material 
for medical and industrial products. Since corn prices 
continued low, the corn refiners have not only closed one 
of their most profitable years but have entered 1958 with 
justified high hopes. The increased emphasis on greater 
operating efficiencies, the development of new packaged 
products where profits are high and the upgrading of by- 
products suggests further earnings and dividend improve- 
ment in 1958. 


TOBACCO 


Sales of cigarettes and other tobacco products will con- 
tinue at peak levels, and should top what now appears to 
be tobacco’s record year—1957. Contributing to the broad- 
ening consumption of cigarettes is the increase in dispos- 
able consumer income and the maturity of that bumper 
crop of “war babies.” The trend toward filter-tipped 
cigarettes appears to effectively cancel out the depressive 
effect on sales caused by adverse medical reports, which 
statistically linked smoking to the incidence of cancer in 
humans. Filters should capture 40-50° of the total cig- 
arette market in 1958. Cigars, not linked to cancer to any 


Retail 





significant degree, and now being pushed by aggressive 
merchandising and advertising techniques, should move 
in larger volume. The cramping effects of higher manu- 
facturing and marketing costs have been substantially 
alleviated by price increases, which will widen profit 
margins. The moves toward diversification by several of 
the leading manufacturers point to increasing stability 
and greater long term possibilities. 


STEAM GENERATING EQUIPMENT 


The astronomical figure of a trillion kilowatt hours is 
the projected output of the nation’s electric power industry 
by 1965. Compared with 1957’s estimated generated out- 
put of 700 billion kilowatt hours of electricity—more than 
double 1949 rates of production, the expected growth ap- 
pears phenomenal. Hence, demand for electric utility sup- 
plies and equipment will assume greater proportions in 
the future than ever before. A 6% growth rate for electric 
utility generating capacity seems the lower figure of the 
range of probabilities over the foreseeable future. Com- 
bined with a 3° depreciation rate, a 6% growth rate would 
produce an average annual demand for new equipment on 
the order of 9% of capacity. The annual increases in elec- 
tricity use in the home, together with mounting industrial, 
commercial and atomic energy requirements, mean good 
business for the principal suppliers of steam generating 
equipment for some time to come. As the rise in new or- 
ders for steam generating equipment started early in 1955, 
continued sharp gains in sales over comparable year- 





COMPARATIVE OUTLOOK 


OF INDUSTRY GROUPS 
EXCELLENT 


Corn Refiners 
Drugs—Ethical 
Drugs—Proprietary 
Personal Loan 

Retail Trade—Food Chains 


Steam Generating Equipment 
Tobacco 

Utilities—Electric 
Utilities—Natural Gas 


Banks Food Products 
Building—Wallboard, Roofing Office Equipment 
Cosmetics Petrochemicals 
Electronics Rubber 

AVERAGE 





Aircraft & Parts 
Apparel 

Appliances 

Autos 

Auto Parts 
Building—Cement 
Chemicals 

Coal & Coke 

Finance Companies 
Glass 

Investment Companies 
Iron & Steel 
Machinery—Agricultural 
Machinery—Industrial 
Materials Handling 
Natural Gas 
Oil—Domestic 


Oil—International 

Oil Supply & Equipment 
Paper 

Printing & Equipment 
Publishing 

Radio, TV Broadcasting 
Radio, TV Mfg. 

Rail Equipment 

Railroads 

Retail Trade—Apparel Chains 
Retail Trade——Dept. Stores 
Shoes 

Soap 

Soft Drinks 

Sugar 

Trucks 


NOT PROMISING 


Air Transport 
Aluminum 
Brewing 
Clocks 
Copper 

Fire Insurance 
Gold Mining 
lead 

Machine Tools 
Meat Packing 


Metal Fabricating 

Motion Pictures 

Retail Trade—Variety Chains 
Smelting & Refining 

Sulphur 

Textiles 

Vegetable Oils 

Watches 

Zine 
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earlier periods can be expected through most of 1958. 
There is an industry backlog of orders of approximately 
$1.2 billion. Profits should improve also as atomic energy 
development costs diminish. 


UTILITIES 


The industry is in a basic growth trend, as demand for 
power continues unabated. Utilities capacity to satisfy 
that demand has not faltered. Capital expenditure is run- 
ning at an all-time high, and projections for the next 
several years indicate an acceleration of plant expansion 
programs. These vast projects will require huge construc- 
tion outlays. However, it is expected that the industry 
will be able to maintain balanced capitalization ratios, as 
it has in the past, that much of the increased cost of new 
capital will be absorbed by the greater efficiency of the 
newly installed facilities. Regulatory commissions appear 
to be increasingly aware of the problems the public utili- 
ties face in rising operating and capital costs. They seem 
willing to settle rate cases on a more realistic basis. Great- 
er utilization of such heavy power-consuming appliances 
as heat pumps, air conditioners, television sets and clothes 
dryers will continue to improve the profitable residential 
load, while the increasing acceptance of gas-burning ap- 
pliances and the use of gas for space-heating is expected 
to continue the upward trend of natural gas sales. Further 
growth in revenues is in prospect for 1958, as well as im- 
proving profit margins. , 


DRUGS 


Sales of ethical and proprietary drug products for the 
year just completed exceeded those rung up during 1956 
by about 12°; the industry’s gain in net income is indi- 
cated to have been almost as large—10°%. Two large mar- 
kets for the varied output of the drug industry (i.e., the 
old and the very young) are increasing both in actual 
number and in relation to the total U.S. population. Ex- 
cellent demand stemming from these seemingly ever- 
growing markets is likely to be supplemented by signifi- 
cantly higher sales of antibiotics (particularly during 
1958’s first half) as well as the introduction of research- 
developed drugs to combat mental illness, heart disease 
and diabetes. These factors and several others should 
contribute another 10°, sales increase in 1958 while the 
percentage gain in earnings for this recession-resistant in- 
dustry should be only slightly smaller. Biggest unknown 
facing the drug companies today: an impending Federal 
Trade Commission report concerning the industry’s anti- 
biotic pricing practices. A critical report could prove 
temporarily unsettling, but should not detract from the 
industry’s basically favorable outlook. 

Since 1939, total personal loans in the U.S. have risen 
628°; from $1,088 million to $7,913 million. Among the 
major classes of installment credit, this has been the 
greatest increase percentagewise as well as the steadiest. 
The large personal loan companies have gradually in- 
creased their share of the business. 

Tight money in 1957 restricted the extension of loans. 
But three leading personal loan companies have increased 
their receivables nearly 10% over year-ago totals. With 
industrial loan demand receding in 1958, and easier 
money rates evidently approaching, more funds should 
be available for personal loans. Demand for personal 
loans is unlikely to recede and the industry’s earnings in 
1958 should be higher than in 1957. 
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There are more ways than one to be a leader 


\ OUR NAME clearly indicates. we 
J are in the telephone business. 


We own and operate 1.696 central 
offices in 30 states. 

We manufacture telephones. switches. 
relays and other communications 
equipment. for our own use—and for 
the 4.400 other 


phone companies in the United States. 


“independent” tele- 


And while—by the vardstick of size 
we cannot claim to be the leader. we 
find ample opportunity for leadership 
in other ways. 

Take the telephone pictured here as an 


example. It is our own design. 


At first glance. it may look quite a bit 
like other modern telephones. 


But you will find three important 


different es. 


Vhe surfaces just above the dial on 
each side are contoured to guide the 
mouthpiece-receiver or “handset” into 


place unerringly. 


\n extra quarter of an inch is added 
to the tapered mouthpiece and 


earpiece, 


And the cradle which receives the 
“handset” is lower in front than in 


the rear. 


The result: It is almost impossible for 
an “off-the-hook” interruption to sery 
ice to happen. 

This is. as we said. one example ol 
how we seek to do whatever we do 


better than it has been done before 


And this same ambition guides ever 
phase of our operation. from the 
development of better equipment for 
telephone central offices. to the cour 
tesy-training of the people who repr: 


sent us in dealing with our customers 


General Telephone Corporation 
260 Madison Avenue. New York 


GENERAL TELEPHONE 


One 


of the World’s Great Communications Systems 
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Score 375 to 1...in the“Copper Bowl” 


A mile and a half or more from rim to rim, this 
huge pit looks like a football bowl for giants. Actu- 
ally, it is the Utah Mine — Kennecott’s open-pit 
copper mine at Bingham Canyon. 


Here Kennecott runs up a big score each working 
day — ripping out 375 tons of overburden and ore 
to produce a single ton of copper. Day after day 
after day to the amazing total of 270,000 tons each 
working day! 


Think of the team of men that works in this copper 
bowl! They man 38 huge electric shovels, 75 loco- 


motives, over 1,000 rail cars. People and equip- 
ment together produce about 22% of all US-mined 
copper! Because no substitute can do what copper 
does, their work is all-important to the nation — 
in home, farm and factory as in defense and 
national security. 


Kennecott will always be proud of its people and 
of their accomplishments. And of its basic respon- 
sibility to the nation and the free world to maintain 
its position as a major producer of copper and 
other non-ferrous metals. 


[:] Kennecott Copper Corporation 


Fabricating Subsidiaries: Chase Brass & Copper Co. + Kennecott Wire & Cable Co. 
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WHAT IS GOOD MANAGEMENT? 


For well or ill, every dollar sunk into American industry is a bet on man- 
agement’s skill at making it pay off and grow. But a simple, single acid 
test of management ability has yet to be devised. There are, however, 
several key yardsticks which, combined, produce a good approximation. 


In this issue, Forses’ editors present their Tenth 
Annual Report on American Industry. This year 
their focus is on 198 major American corporations 
in twenty-one key industries, which together form 
a vital core of our economy. Their task: to assess 
the skill with which the management of each is 
performing its job. Finally, the distillate of their 
judgment appears in the numerical rating assigned 
to each company. 


What Every Investor Knows 

But what is good management? And how can 
it be measured? Actually there is no one, simple 
acid test to which management can be exposed 
for an adequate appraisal. Yet so much is clear: 
the touchstones must be financial; no other precise 
data exist. 

In another simpler age, it was taken for granted 
that a corporation’s basic function was making 
money; in short, that the best company was the 
one that made the most profit. In a sense, that is 
still so. But it is not the full story. As every in- 
vestor knows, yesterday’s profit often is today’s 
loss; today’s winner, tomorrow’s dud. Without one 
other ingredient—able management—a _ corpora- 
tion’s fortunes are anything but secure. 

In this sense, the market is continuously ap- 
praising management with every click of the 
ticker. Yet the market alone provides no stable 
yardstick. Last July, for example, a share of U.S. 
Steel sold as high as $72; by mid-December it 
could be had at $50. Actually, Big Steel’s basic 
fortunes had not changed nearly that radically; 
neither had the ability of its management. 

Appearance and Reality 

Inevitably the sophisticated investor turns to 
scrutiny of management. No security analyst worth 
his salt, whatever his method, fails to include some 
recognition of management’s importance in his 
calculations. 

His questions are pressing. Can management be 
counted on to shift with the changing tides of the 
economy? Will it move in time to protect equity 
values, seize new technological opportunities, cut 
losses short and let profits run? Does it adequately 
prepare for the future with ample funds for re- 
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search? And do such expenditures habitually pay 
off? Is it alert—or complacent? Future minded- 
or hidebound? Energetic—or drifting? Elusive 
qualities? Certainly. Yet the investor ignores them 
at his peril. 

One reason is that appearances can be deceiving 
Consider, for example, a company that shows a 
respectable profit. Is its management successful? 
Not necessarily. It may be that there is a steady 
erosion of basic equity—capital growth, so to speak, 
in reverse. Then in a very real sense, the com- 
pany is not paying its way. Moreover, profits can 
actually mask real losses. We live in a society of 
depreciating dollars. Thus equities that do not 
grow in step with inflationary trends are, in real 
terms, declining. 

Another key question too seldom asked is: How 
effectively is management using retained earnings? 
If, for example, management does not succeed in 
translating reinvested earnings into larger profits 
the company’s profitability per dollar of capital is 
actually declining. 

Another favorite touchstone of management is 
growth. Yet for the individual stockholder, mere 
corporate growth may well mean little to celebrate 
—if, that is, his own stake in the enterprise is not 
also growing. Management which does not pre- 
vent serious dilution of equity per share clearly) 
is doing less than its best. 


Ten Key Questions 


To highlight such basic factors, Forses’ editor: 
have devised some two dozen basic yardsticks ol 
management performance. Each answers a key 
question designed to display management's abilities 
in a particular dimension, and all have been used 
in arriving at the ratings awarded individual com 
pany managements in this issue. 

Answers to ten of these key questions, as they 
apply to each company, are presented in tabula: 
form in the pages that follow under the head 
“Yardsticks of Management.” Taken alone, no 
single one of them is an adequate measure of man- 
agement’s abilities. Taken together, however, we 
believe they go far to provide grounds for the 
judgment every investor must make 





FORBES’ YARDSTICKS OF MANAGEMENT 





THE KEY CALCULATIONS 


Every mode of measurement has its limitations, and FORBES’ yardsticks are no exception. Used 
prudently, they throw a revealing spotlight on management performance in specific dimensions. 
Therefore the alert reader will want to know how they are constructed, so that they can be in- 
telligently applied, both to the companies reviewed in this issue, and possibly to other enterprises. 


PROFITABILITY 


@ Return on Equity. Answers the question: How much 
does management earn on each $1 of stockholders’ 
equity? 
In order to indicate the recent trend, this ratio is 
shown for both 1956 (actual) and 1957 (estimated). 
ComputTaTIon: Divide net earnings per share by 
book value per share. 


© Operating Profit Margin (5-yr.). Answers the ques- 
tion: On average, how much profit has management 
earned on its operations over the past five years? 

Since this ratio excludes all consideration of taxes, 
depreciation, depletion, other income and interest costs, 
it highlights the basic profitability of a company’s 
operations, is the best index for comparative pur- 
poses. A five-year period smooths out ups & downs. 

CompuTaTiIon: Divide the sum of the company’s 
operating income (after actual operating expenses and 
cost of sale, but before taxes, interest, depreciation, 
depletion and other income) over the last five years 
by the sum of its sales for the same period. 


@ Net Profit Margin (Interim). Answers the question: 
How much profit has management suceeded in bring- 
ing down to actual net per $1 of sales? 

Handsome is as handsome does; this ratio measures 
final performance. But since net profit is distorted 
(favorably) by other income and tax credits, and 
(unfavorably) by depreciation and depletion reserves, 
this ratio is less useful than operating profit margin 
for comparisons of underlying profitability. Yet be- 
cause net earnings, unlike operating profits, are avail- 
able on an interim basis, it does have the advantage 
of currency. 

ComputTaTion: Divide reported net earnings for the 
latest interim period by sales for the same term. 


GROWTH 


@ Equity Growth (5-yr.). Answers the question: How 
fast has underlying stockholders’ equity grown? 

Profitability is one job of management. Making the 
underlying capital grow is another. This ratio high- 
lights performance in the latter task. 

Computation: Calculate growth in book value per 
share over the latest 5-year period; divide by book 
value at the beginning of the period to show % growth. 


@ Dilution Factor. Answers the question: In how much 
of the company’s total growth (or decline) in earnings 
is each share participating? 

Sometimes a company’s total growth in earnings is 
diluted (e.g., by mergers or new stock offerings) so 
that individual stockholders share little of the gains. 
This ratio spotlights the comparative rate of growth 
or decline between total corporate earnings and each 
common share’s stake in them. Positive ratios above 
100% indicate timely retirement of senior issues on 
advantageous terms to common stockholders. Below 
100% they indicate serious dilution. 

Computation: Calculate % growth in total corporate 
earnings over latest five-year period. Then calculate 
% growth in earnings per share over the same period. 
Divide the first result into the second. 


PAYOUT & PLOWBACK 


®@ Dividend Payout (5-yr. average). Answers the ques- 
tion: What proportion of available earnings has man- 
agement paid out in dividends? 

This ratio is less an index of management per- 
formance than of habit. Rather than itself creating a 
standard of judgment, it displays a fact useful for 
further consideration, such as the examination of re- 
investment results (see below). 

CompuTaTion: Total up dividends paid per share 
over a five-year period. Total up net earnings per 
share over the same period. Divide the sum of the 
first by the sum of the second to show average % 
payout. 


@ Reinvestment Results. Answers the question: To 
how good use has management put the earnings it has 
retained to expand profits? 

Most industrial expansion these days is funded by 
retained earnings, and in most cases this is all to the 
advantage of growth-conscious stockholders. But re- 
sults vary widely. In some cases the new investment 
earns a brilliant return; in others, the reinvestment 
is required merely to preserve the status quo; in stili 
others, reinvestment of earnings may actually camou- 
flage a relative decline in profitability. This yardstick 
provides an index for judging how profitably reinvest- 
ment earnings have been put to work. 

Computation: Calculate the amount earnings per 
share have increased over a five-year period. Total 
up the amount of earnings per share not paid out in 
dividends over the same term. Divide the first sum 
by the second sum to show the increase in profit for 
each $1 of plowed back earnings. 


DEBT & INTEREST 


@ Leverage Factor. Answers the question: How much 
capital does $1 of equity command? 

Debt is sometimes a backbreaking burden; but it 
also can be a smart thing to have. For every dollar 
of debt or preferred stock creates leverage—either 
favorable or not—for common share earnings. Debt 
can also be used to avoid dilution of common share 
equity when new capital must be raised. This ratio 
shows how much leverage each common share has. 

ComputaTIOon: Divide the company’s total capitaliza- 
tion (i.e., debt, preferred issues, common stock, and 
capital and earned surplus) by common stockholders’ 
equity (i.e., common stock at par plus capital surplus 
plus earned surplus). 


© Average Interest Charges. Answers the question: 
How much does management have to pay on average 
to borrow money? 

In part, this is a measure of the company’s credit 
standing. In part, it is also an index to the manage- 
ment’s skill in raising debt financing when it can get 
the best terms. Both factors, in this recent era of tight 
money, have been no mean considerations for stock- 
holders. 

Computation: Take the sum of the indicated annual 
interest on each debt issue (interest rate times face 
amount). Divide by debt total to get average interest 
rate. 
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COMBUSTION’S 


SCHEDULE OF 
9 
“Wain Events” 


—— 





Dedication of World's Largest, Privately Owned, Integrated Facilities for Nuclear 
Research, Development and Manufacture 


C-E’s $15,000,000 Nuclear Division at Windsor, Connecticut. Ground broken December 
1955; construction completed in late "57; dedication in Spring of '58 

Construction of Nuclear Submarine Prototype 
At C-E Nuclear Division, Windsor, Connecticut. First nuclear submarine prototype to be 
designed and built at other than AEC-owned facilities. 

Shipment of Largest and Most Complex Nuclear Vessel Built to Date 
Reactor vessel for Enrico Fermi Nuclear Power Station. 


Completion of Manufacture of World’s Highest Pressure, Highest Temperature Boiler 
5000 pounds per square inch; 1200 deg. Fahr. 


Engineering and Partial Manufacture of World's Largest Boiler 
First boiler ordered to serve a turbine generator with a capacity as high as 500,000 kw. 


Completion of Installation of World’s Highest Capacity, Highest Pressure, Highest 
Temperature Package Boilers 
Two completely shop-assembled boilers, one with a capacity of 100,000 pounds of steam 
per hour, and one to operate at a pressure of 1800 pounds per square inch and 1050 deg. Fahr 


These are some of the achievements which will main- 
tain Combustion’s leadership in 1958 in its major field 
— the creation and building of advanced designs of 
equipment for the generation of power or heat from 
conventional or nuclear fuels. 

And, in another significant area, Combustion expects 
to set a new record this year — the largest volume of 
shipments and billings in its history. 


COMBUSTION ENGINEERING 


Combustion Engineering Building * 200 Madison Avenue, New York 16, N. Y. 


ALL TYPES OF STEAM GENERATING, FUEL BURNING AND RELATED EQUIPMENT: NUCLEAR REACTORS: PAPER MILL EQUIPMENT, PULVERIZERS; FLASH ORYING EQUIPMEN at 
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their executive letters are important...leok important 


theyre turned out on the Remington Statesma 


Cc TYPEWRITER TRACEMARA 


The new STATESMAN turns out proportionally-spaced correspond- - 
ence as crisp and representative as your calling card—while its as 222! 
exclusive operation and design features deliver polished perform- 
ance and ease of handling that no other proportional-spacing 
electric typewriter can rival. The automatic position locator and 
automatic backspacer that take the mathematics out of fill-in and 
erasure situations are just two exclusive features out of twenty 
that make the REMINGTON STATESMAN the most fully featured, 
fully functional proportional-spacing typewriter available today. 

Ask your Remington Rand Representative for a demonstration 
of the REMINGTON STATESMAN... proportionally-spaced typing 
at its distinctive, practical best! 

Flemington. Fand. 


DIVISION OF SPERRY RAND CORPORATION 
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AIRLINES 


BITTER HARVEST 


ee eet ee eS 





From a decade dedicated more to growth than 


profit, the nation’s 


little reward. 


Instead, 


airlines 
airlines 


are reaping 
management 


is desperately looking for a ticket to survival. 


Out of the tray of mail placed each 
weekday on the desk of Carter L. 
Burgess, president of Trans World 
Airlines, there occasionally appears 
a letter from an Egyptian astrologer 
who has taken it upon himself to ad- 
vise TWA as to the conjunction of its 
stars. Before he decided to retire and 
devote full time to the occult sciences, 
explains Trans World’s Burgess, his 
Levantine pen pal had been a pioneer 
in Egyptian aviation. Suggests Bur- 
gess wryly: “Probably he wanted to 
get into something less uncertain.” 
Not infrequently last year there were 
moments when U.S. airline executives 
would gladly have summoned up 
whatever occult assistance they could 
have gotten. For their industry. was 
clearly in trouble. After 1955, a big 
boom year when the nation’s air car- 
riers entered record sales and profits 
in their ledgers, things went from bad 
to worse. In 1956, while gross reve- 
nues continued to rise another 11.5%, 
net income staged a disappointing 9% 
decline. Last year it kept declining. 
In 1957’s first nine months, net oper- 
ating income fell one third below 
year-ago levels. When all returns for 
1957 are in, the airlines will probably 
have registered a 13% gain in sales, 
but a crushing 50% drop in profit. 


Stranger at Wing-Tip 


How could it happen that the in- 
dustry’s earnings, so airworthy over 
the previous five years, now begin to 
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look sa utterly shaky? Part of the 
answer, of course, can be found in the 
soaring costs afflicting all U.S. busi- 
ness. As Stuart G. Tipton, president 
of the Air Transport Association 
of America, neatly put it: “Increas- 
ingly efficient management, spurred 
by competition, has used ever-im- 
proving technology to resist and over- 
come the very great rise in general 





TURNABOUT 


Once doormats for the Big Four 
carriers, the second-rank or “‘re- 
gional” airlines are now increas- 
ing their revenue passenger miles 
much faster than their larger 
rivals. Reason: the CAB has fav- 
ored the smaller carriers with 
lavish route awards in recent years. 
Result: tougher competition and 
lower profits all around. 





120 


Regional 


115 Trunklines 9+ 


100 == Revenue passenger 
miles during 1956's first half 


110 


Big Four 
105 Domestics” 


“United, TWA, American, Eastern 
(First six months each year) 1957 











Now, however, costs 
appear at last to be catching up with 
both technology and management 
This . was inevitable.” 

No help was the Civil Aeronautics 
Board decision in late 1955 to end its 
moratorium on route awards. Result 
a general scattering of rich new route 
awards among the middle-sized and 
smaller carriers, mostly at the expense 
of their larger brethren. Thus many 
an airline boss, striving to navigate 
his way smoothly through already 
bumpy weather, looked out the win- 
dow to see another gleaming craft at 
wing-tip, fully loaded with passengers 
and sporting a banner with a strange 
device. The precipitate dogfight for 
traffic did little to fill anyone’s corpo- 
rate coffer. 


cost levels 


The Epochal Firecracker 


As this unhappy drama of new 
rivalries began to unfold, Pan Ameri- 
can World Airways’ Juan T. Trippe 
lit the fuse of an epochal fiscal fire- 
cracker. Trippe, who likes to be first 
with new equipment and usually is, 
placed orders for 25 Douglas DC-8s 
and 23 Boeing 707s—both long-range 
jet liners. Keeping up with the Jones- 
es is a cardinal rule of airline man- 
agement strategy, and 
big and small were soon hot on 
Trippe’s heels. By early last year, air- 
line orders for jets and turboprops 
totaled $2.6 billion (including parts) 
—a sum more than twice as large as 
the entire total assets of the nation’s 
domestic trucklines combined 

The question now is: How 
nation’s airlines pay for thei! 
purchases? 
answer, but there are limits to an air- 
line’s credit. Normally, the amount an 
airline can borrow is strictly limited 
by its net worth. 
companies generally insist on a 1-to-1 


carriers both 


will the 
lavish 
Borrowing would be one 


3anks and insurance 





_YARDSTICKS OF MANAGEMENT 


COMPANY 1956 _| 1957 st. 





American Airlines 
Braniff Airways 
Capital Airlines 
Delta Air Lines 
Eastern Air Lines 
National Airlines 
Northwest Airlines ¥ ; 
Pan. Am. World Airways 11.5 10.0 
Trans World Airlines loss loss 
United Air Lines 13.0 9.5 


16.3¢  10.0¢ 


20.5 


Figures in brackets show rate at which net per share declines compared with total net. 


ratio. Many an airline has already 
stretched its credit to the limit. Thus 
Eastern Air Lines, whose net worth 
totaled $91.2 million at the end of its 
fiscal year, has already arranged for 
loans up to $90 million. On a net 
worth of $128 million, American Air- 
lines has been able to obtain $135 
million from lenders. Yet altogether— 
Eastern plans to spend no less than 
$235 million on jets and turboprops, 
and American’s jet equipment plans 
call for outlays that exceed its bor- 
rowing by some $200 million. 

Even credit arrangements already 
negotiated have a certain vulnerabili- 
ty. As airline earnings melt away, 
even the firmest debt arrangements 
may get shaky. Says Vice President 
T. Carl Wedel of New York’s First 
National City Bank: “There are 
strings attached to the funds avail- 
able for the jet age from banks and 
insurance companies... If an airline 
does not come up with certain equity 
and working capital figures by cer- 
tain future dates—the debt money it 
is counting upon borrowing will not 
be available to it; and if losses in the 
net income level erode and reduce its 
present net worth, it may even be 
called upon to pay back some of the 
money it has already borrowed.” 


Sliding Shares 


Even assuming, however, that most 
current loans remain sound, the car- 
riers still must grapple with another 
problem—how to foot the bill for their 
second round of jet purchases. One 
remaining possibility is new equity 
financing, which has the particular 
virtue of broadening the equity base 
for increased future debt financing. 
Faced with the need for constant ex- 
pansion, utilities, for example, have 
found this leap-frogging device a use- 


A 
is 


116.1% 
35.5 
36.0 
93.0 
92.4 

140.0 
39.4 
25.0 
12.3 
33.6 


81.0% 


{106.1} 
loss 
68.3 
87.9 
41.0 
99.0 

(95.4) 


s, Seek 40.0 


ful means of maintaining growth 
without disturbing their long-term 
debt-equity ratios. 

Running of an airline, as the car- 
riers have tried to point out to the 
CAB, is far different from running a 
utility. As regulated monopolies, utili- 
ties operate at a more or less fixed 
rate of return. Airlines, however, are 
intensely competitive, a fact reflected 
clearly in their profits. Because in 
large measure the outlook for earn- 
ings tends to govern common share 
prices, utilities’ common is usually 
quite stable, and equity financing can 
be accomplished fairly easily. The 
airlines, by contrast, can go to market 
with equities only at rare intervals. 

Thus it is no small matter of con- 
cern to the airlines that the market 
for their shares, like their industry’s 
profits, is steadily deteriorating. From 
January highs to October lows last 
year, common stock prices of the Big 
Four airlines (United, TWA, Ameri- 
can and Eastern) fell by half, while 
DJI was sinking just 16.6%. “Lack of 


’ 


TWA’S BURGESS 


He had two counselors. 


“Decrease in net per share. 


investor confidence,” laments Braniff 
Airways’ President Charles E. Beard, 
“has never been more graphically il- 
lustrated than in the market for air- 
line shares during 1957. Braniff shares 
are selling only slightly above one 
half their book value.” 

If airline executives were being 
noticeably chary about the possibili- 
ties of equity financing, they had con- 
crete reason for being so. In May, 
TWA’s Carter Burgess (whose coun- 
sel comes not only from his Egyptian 
astrologer friend but also from erratic 
Howard Hughes, owner of 77.4% of 
TWA’s stock) put some 3.3 million 
shares of TWA common on the mar- 
ket. The sale netted $43.2 million and 
doubled TWA’s outstanding shares. 
At the time, TWA’s stock, which four 
months earlier had traded at $20.25, 
was selling for $16. To unload the 
new stock, however, Burgess had to 
accept a price of $13. Since book value 
per share was considerably in excess 
of that figure ($24.78 at the end of 
1956), it meant very serious dilution. 
As of September 30, TWA’s book 
value stood at $17.36. 


The Lap of the God 


Actually, there is only one real solu- 
tion to the tight fiscal squeeze jet 
purchases are putting on airline man- 
agement—increased earnings. Seeing 
this clearly, last year the airlines 
dropped their problems into the lap 
of their regulatory god, the CAB. 
Near the end of what turned out to 
be a catastrophic first quarter (in 
which bad weather and _ crushing 
competition contrived to reduce do- 
mestic operating income 73%), seven 
carriers appealed to the CAB for a 
6% “emergency” rate increase. An 
eighth line, American Airlines, at first 
held back because it felt the request 
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too conservative. Several months 
afterward, it joined in the plea. 

Unfortunately for the airlinés, how- 
ever, the CAB was actually concerned 
with whether airline fares might not 
instead be too high. Incited by the 
carriers bountiful 1955 earnings, 
Congress had requested a general fare 
investigation fully a year before. But 
since the CAB had not yet arrived at 
an answer, it was understandably re- 
luctant to grant an interim fare hike. 
Without making too much out of the 
matter, the CAB simply announced in 
August that the airlines had failed to 
demonstrate urgent need, invited 
further data, and promised to expe- 
dite the investigation. . 

Shortly before formal hearings be- 
gan last November, the CAB staff 
showed signs of softening in its atti- 
tude on rates. In a recommendation 
to the CAB, the staff asked that the 
board’s historic 8% return-on-invest- 
ment yardstick be lengthened to 9% 
for the Big Four carriers, and to 10% 
for the eight regional trunklines. De- 
pending on the size of the investment 
base, a 1% rise in return could mean 
as much as $2 million more profit for 
an airline. 

Nevertheless, in the eyes of the 
carriers, this would still fall well short 
of the need. American’s Cyrus Row- 
lett Smith opened the hearings with 
a request for a 12% return on his 


line’s 1956 investment base. In effect, 


this would amount to a 15% increase 
in current fares and yield American 
$25 million in net profit annually (its 
record high: $19.6 million in 1956). 
Like most airline chiefs, however, 
Smith emphasizes the relationship be- 
tween operating revenues and ex- 
penses rather than return on invest- 
ment. Warns he: “We must keep an 
eye on the operating ratio, knowing 
that its rise to a certain point is a 
sure sign of danger.” 

According to Eastern’s Eddie Rick- 
enbacker, this danger point is just be- 
yond the next cloud. “The choice is 
clear,” says Rickenbacker. “Either 
the airlines are permitted to operate 
under economic conditions conducive 
to the development of sound financial 
and economic muscles, or the CAB 
must pass the buck to the public 
treasury for subsidies required to re- 
store and maintain the necessary fi- 
nancial balance.” 


To Have and Have Not 


No one in the airline business needs 
to be convinced that a return to sub- 
sidy may be very near. An all too 
ominous reminder of the woes a ma- 
jor equipment transition can entail 
was provided by the unhappy expe- 
rience of Washington, D. C.’s Capital 
Airlines. Three years ago, James H. 
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PAN AMERICAN DC-7C 
The Joneses looked further ahead. 


(“Slim”) Carmichael, then Capital’s 
president, began converting his fleet 
to sleek British-built Viscount turbo- 
props and started dishing out stiff 
competition to his Big Four rivals. 
But as profits from sales of old planes 
ran out and charges for depreciation 
and interest began to grow, Capital 
slipped deeply into the red. 

In 1956, for example, Carmichael 
boosted his sales 25% to $63.7 million, 
but wound up with a $1.3-million net 
loss. In 1957’s first three quarters, 
revenues continued to soar a mighty 
53% to $69.7 million, but Capital lost 
still another $1.3 million. In just one 
year, depreciation on his new fleet had 
doubled to $7.5 million. Yet, though 
this gave a boost to cash flow, it was 
not enough to prevent Capital from 
logging a working capital deficit of 
$2 million. 

The effects have been serious in- 
deed. Early this year Carmichael was 
forced to cut back his equipment buy- 
ing plan, deferring purchase of 15 
Viscounts (of which Capital now has 


THE MARKET’S JUDGMENT 


How much are investors 
be by pay for $1 worth 
of Ccompany’s* ... 





—AIRLINES 


$0.57 
0.71 
0.99 
0.51 
0.62 
0.40 
0.53 
0.55 
0.54 
0.50 


American A’rlines 
Braniff Airways 
Capital Airlines 
Delta Air Lines 
Eastern Air Lines 
National Airlines 
Northwest Airlines 
Pan American 

Trans World Airlines 
United Air Lines 


60) and 14 Comet IV jets, also British- 
made. Finally, late in the year, Capi- 
tal not only requested a 20% fare in- 
crease, the largest asked for by any 
airline, but also urged the CAB to 
place it back on subsidy. Rival air- 
lines were not slow to see the moral. 

If Capital has run well ahead of the 
industry in re-equipping itself for the 
jet age, equally beset Northwest Air- 
lines has lagged far behind. To date, 
President Donald W. Nyrop has taken 
down $25.5 million in debt to beef up 
his lines with prop-driven DC-7Cs 
and DC-6Bs. Alone among executive 
chiefs of the 12 domestic carriers, Ny- 
rop so far has not announced plans to 
buy either jets or turboprops. But 
thanks to his well-paying military 
mail route between Portland-Seattle 
and Tokyo, Nyrop managed to in- 
crease both sales and profits in 1956, 
and during the first nine months of 
last year he repeated the process, 
booking a 36% larger net profit on an 
8% rise in revenues. 

Nevertheless, it is clear that Ny- 
rop’s long delay in arranging for jet 
equipment has given his competitors 
valuable lead time. Well aware of 
this, late last year investors were 
paying just 47c in common share 
prices for every dollar of Northwest’s 
book value—the lowest bid among the 
Big Ten airlines. 


Big Three Plus One 


Strongest of the nation’s domestic 
carriers year after year are three of 
the Big Four Airlines—American, 
Eastern and United. Over the past 
five years, these three have easily led 
the industry in the proportion of oper- 
ating profit to return on equity, and 
new earnings generated by plowed 
back profits. Lately, however, route 
awards to their smaller competitors 
have worked to place each of these 
carriers’ profits in a torturous vise. 
Thus in 1957’s first nine 
American's C. R. Smith reported a 
slight 6.7% increase in sales, an any- 
thing but slight 41% tumble in net. 
Eastern, which racked up a tidy 16% 
rise in revenues, suffered a 39° fall 
in profit. For United’s William A. 
(“Pat”) Patterson, the bad news was 
a 30° drop in profit on 7% 
sales. 

Such misfortunes notwithstandtng, 
these three are still the strong men 
of the airlines. Yet investors’ lack of 
enthusiasm is overwhelmingly 
dent. At market 
were paying $1.10 fo: 
worth of American’s book value—and 
that represented the highest valu- 
ation for any of the ten largest air- 
lines. In Eastern’s case, the market 
price-book value ratio had fallen to 
a mere 88c. A dollar of United’s book 


months, 


higher 


evi- 
recent investors 


each dollar 
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value was worth just 62c, a figure that 
undoubtedly reflected United’s net 
operating loss during the first five 
months of the year. Pat Patterson 
was also getting mighty short of 
working capital. As of United’s Sep- 
tember balance sheet, its current ra- 
tio (current assets to current liabili- 
ties) stood at a meager 1.2-to-1. By 
none too lavish comparison, Ameri- 
can’s current ratio was 1.4-1, East- 
ern’s 1.8-1. 

Among the Big Four domestics, 
Trans World Airlines once stood as 
a peer among peers, but it does so no 
longer. New President Carter Bur- 
gess had, it is true, slashed hard at 
costs, managed to boost revenues 10% 
to $199.4 million in 1957’s first nine 
months, pull up net profit 439% to 
a still low $2.5 million, but in the 
eyes of the 12,200 shareowners who 
account for the 22.6% of TWA com- 
mon stock not owned by Howard 
Hughes, there was still plenty to do. 
In the last five years, TWA’s common 
equity has grown just 12.39, (com- 
pared with 140% for National, 116% 
for American, 93% for Delta and 92% 
for Eastern). In those same years, 
the line’s operating profit (i.e., net 
operating income plus depreciation) 
has averaged a mediocre 15.6c on the 
sales dollar, and dividends have been 
confined to a single 10°, stock payout 
awarded in 1953. 


Flying Solo 

In an industry where dividends 
never made anyone rich, Juan Trippe’s 
Pan American World Airways, inter- 
national operator and largest of all 
U.S. carriers, has consistently done 
well by its stockholders. On average 
over the past five years, Pan Am has 
paid out 41.6°% of earnings in divi- 
dends. It is doubtful that anything 
like so liberal a dividend policy could 
have been possible without govern- 
ment subsidy, however. In 1956, for 
example, more than half of Pan Am’s 
net income could be traced to subsidy 
mail pay. 

This situation has now changed: 
Pan American has been off subsidy 
since late 1956. Yet Trippe seems to 
be sticking to his payout ratio. At the 
third-quarter mark last year, Pan 
American, bereft of subsidy, reported 
earnings off 43.7% to $1.21 per share, 
but the dividends held fast at the old 
20c quarterly rate. Whether this can 
be maintained is a good question. 
But Pan Am stockholders have one 
big blessing to be thankful for. Since 
1951, dilution of Pan Am earnings 
per share has been almost nil—a rare 
thing among airlines. 

Second only to Pan American in its 
ability to keep the lid on dilution is 
Miami's far smaller National Airlines. 
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JOURNEY’S END 


Money worries had just begun. 


As a tooth-and-nail competitor of 
Eastern Air Lines on the New York- 
Miami gravy flight, George T. Baker’s 
middle-sized carrier has boosted net 
per share 87.9°% as fast as total net 
income itself. But here the resem- 
blance to Trippe’s globe-girdling out- 
fit ends. While Trippe pays out four 
dollars of every ten earned, Baker 
mails his shareholders just two. Bur- 
geoning National has, however, been 
long on equity growth. Since 1952, 
its book value has risen 140%—an 
industry record. 

Although National itself inherited a 
few good routes from the CAB, lately 


EVERYTHING 


BUT EARNINGS 


Here's how the nation's cost-be- 
sieged airlines* stood at the end 
of 1957's first three quarters. 


Percent 


_ 1957 1956 Change 


(in billions) 
$1.19 $1.05 


$1.12 $ 95 
$ .07. $ .10 


Oper. Revenues +13% 
+18% 


—33% 


Oper. Expenses 
Net. Oper. Income 


Plane Miles 57 .50 
20.25 17.75 
32.07 27.11 


+14% 
+14% 
+18% 


Passenger Miles 
Seat Miles 


*12 domestic trunklines and Pan American 











it has had to share its valuable New 
York-Miami circuit with a third car- 
rier, smallish Northeastern Airlines. 
This three-way scrap did its work to 
level off revenues in National’s fiscal 
year ended last June and in the recent 
September quarter. Over the twelve- 
month span, net profit tobogganed 
27.2% and in the September quarter, 
National reported a deficit of 29c per 
share—its first such loss in modern 
memory. To deflate things further, 
National also suffered a month-long 
ticket agents’ strike in October—a 
not uncommon occurrence for the air- 
line. As airline management men 
point out, George Baker’s industrial 
relations are something unique in the 
industry. 

Operating route networks far less 
lucrative than those of National are 
two other medium-rank carriers— 
Atlanta’s Delta Air Lines and Dallas’ 
Braniff Airways. Both, however, were 
granted important route awards by 
the CAB, and, within the limitations 
imposed by their fleets, have done 
a good job of making them pay off. 
Although they rank about average in 
most statistical comparisons among 
Big Ten airlines, lately Delta and 
Braniff have increased their revenues 
somewhat faster and suffered some- 
what less severe declines in profit 


than the industry leaders. 


Written in the Stars 


As far as the airlines were con- 
cerned, at year-end Wall Street was 
mostly sitting on its hands contemplat- 
ing uncertainties. From Eastern Air 
Lines’ Eddie Rickenbacker they heard 
word not calculated to alter their 
standpat posture. Said he to New 
York’s Society of Security Analysts: 
“The airline industry is faced with 
one tremendous issue, the matter of 
government approval of a realistic 
fare. Unless, and until, the needed 
adjustment in passenger fares is se- 
cured, any discussion of further plans 
or prospects, business or earnings, is 
purely academic.” 

Yet for all this, the airlines remain 
today what they have long been: one 
of America’s great growth industries. 
Looking beyond the bitter present 
and the perhaps even more bitter near 
future, there is plainly to be seen a 
steady growth of the nation’s economy 
and an even more sturdy uptrend in 
air travel. It is written in the stars, 
says Carter Burgess’ Egyptian astrol- 
oger, that by 1962 TWA, and presum- 
ably other airlines as well, will be ‘‘so 
big and so efficient, of incomparable 
standing upon firm concrete financial 
basis, as to ensure success for many 
years to come.” But as of now the 
airlines face some painful effort be- 
fore they reach any such clear sailing. 
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CHEMICALS 


THE HIGH COST OF SUCCESS 


Although 


the chemicals 


did pretty well in 


1957, their friends in Wall Street are losing 


sleep over the 


cost-price 


squeeze. Reason: 


the high tab on new plants makes big profits 
not merely desirable but absolutely necessary. 


THE year 1957 was notable for the 
amount of grousing chemical men did 
about rising costs and squeezed prof- 
its. Heart-rending cries went up that 
the U.S. chemical Goliath needed 
protection against European Davids. 
Each time the I.C.C. gave the thread- 
bare railroads a break on chemical 
tankcar rates, choruses of chemists 
wailed as though the bread had been 
taken from their children’s mouths. 

Profits being what they were in the 
chemical industry last year, none of 
the groaning sounded very convinc- 
ing. But, as was inevitable, the chem- 
dirge reached investors’ ears. 
The latter, taking it all seriously, gave 
chemical stocks a pretty fair knock- 
ing around. 

At year’s end, Allied Chemical was 
down 43% from its 1956 high, Union 
Carbide 30°, Dow 33°, and du Pont 
25%. On average, the ten chemical 
stocks in ForBes’ survey were down 
27% by mid-December from their 
1956 highs as compared with just 
18% for the whole market as meas- 
ured by the Standard & Poor’s 500 
Stock Average. 

Was Wall Street’s disenchantment 
with the chemicals justified? Insofa: 
as some of the stocks may have gotten 
temporarily ahead of themselves, 
perhaps it justified. In such 
cases, stock prices often seem to have 
a life of their own, falling or rising in 
contradiction to the apparent realities 
of the underlying situation. 

Certainly that seemed true in the 
case of the chemical stocks’ worse- 
than-the-market perfornhance last 
year. So far as their business was 
concerned, most chemical men’s 
dirges sounded more than a bit 
forced, the crying, as it were, of men 
with silver spoons in their mouths. 
The chemical industry still was grow- 
ing more than twice as fast as U.S. 
industry at a whole. Even discounting 
the effect of higher prices, actual 
physical output of chemicals rose a 
probable 4%. In October, when over- 
all industrial production was down 
3% from 1956, chemical output was 
up 5%. 


ists’ 


was 


The Profit Process 


But it is the processing of the sales 
dcllar into profits that is the inves- 
tor’s main concern. Here almost the 
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industry took high 
major U.S. indus- 
try could touch chemicals for sheer 
profitability. The four biggest test- 
tubers in Forses’ survey have aver- 
aged a generous 17‘, return on stock- 
holders’ over the 
years; this is a good six points bette: 
than the 
panies 
As for 1957, 


cal companies 


chemical 
marks. No othe: 


entire 


equity past five 


average for all large com- 


several of the chemi- 
were standout profit 
makers in the year’s generally dreary 
procession of nine-month profit state- 
ments. C Greenewalt’s du 
Pont pushed profits 7°/, ahead of 1956 
in the first three quarters 
Kodak was 8° 
Thomas’ St 


was also ahead by 8° 


rawford 


Eastman 
Charles A 
Monsanto 


ahead 
Louis-based 


Stripped of the complexities of de- 
preciation accounting, chemical prof- 
its looked even more impressive. In 


terms of cash flow—net cash income 
afte 
but before 


the Big 


26.7°% on 


paying all expenses and taxes 
deducting depreciation 
Fou startling 
book value in their latest 
fiscal Dow Chemical’s “cash” 
earnings, for example, amounted to 
$5.41 a share as compared with just 
$2.15 in earnings. Allied 
Chemical’s were $9.82 as against just 
$4.74 

Any way you measured it, chemical 
companies were doing well by their 
stockholders. On average, the fou 
biggest companies in ForBES’ survey 


ICEBERG EARNINGS 


» Net per shore is a figure that shows up 
clearly in all finoncial reports, but below 
the surface lies another source of cash in- 
flow for the corporate treasury: deprecia- 
tion. Earnings per share and depreciation 
per share together add up to cash flow, o 
figure thot Wall Street puts great store by 


earned a 


veal 


reported 


1956 
Per Share Per Share Per Share 
Company Net Depreciation Cash Flow 


Allied Chem. $4.74 $5.08 $9.82 
Amer. Cyan. 2.11 1.42 3.53 
du Pont 8.19 2.53 10.72 
Dow 2.15 3.26 5.41 
Eastman Kodok 4.89 1.87 6.76 
Grace 4.41 3.25 7.66 
Koppers 5.01 5.18 10.19 
Olin Mathieson 3.38 1.66 5.04 
Monsanto 1.80 1.79 3.59 
Union Carbide 4.86 3.79 8.65 
































increased their stockholders’ equity 
by an impressive 40.5% over the past 
This despite the fact that 
them well 
dividends, 
and one of them, du Pont, paid out 


five years 


every one ol passed on 


over 50° of earnings as 
77°. of profits 

As for the profits they did not pay 
out—the plowback—the 
did remarkably reinvesting 
The industry’s Big Four 
impressive increase in 


chemical men 
well on 
these too 

showed an 
profits that amounted to a return of 
than 23.5°% on the 


not less money 


plowed back into the business. Union 
Carbide, that smartly 
managed colossus, earned a fat 20° 
Du Pont, first in its 
43.9% on a 
small plowback 


sprawling but 


on its plowback 


class, earned relatively 


Does $1 Bring $1? 
What then was worrying the chem- 
ists? Why 
willing to pay as much 


no longer 
as $38 for $1 
of chemical company earnings? Of 
what was a Wall Streeter 
speaking when he predicted that in 
1958 there would be 
on profit margins.” 


were investors 


leading 
“added pressure 
For an answer, most chemical com- 


further than 
departments 


panies had to go no 
their own 
“There is question,” said 
Dow’s able Carl A. Ger- 
stacker, “a cost-price squeeze in the 
chemical industry. Costs 
will continue to 


accounting 
without 
treasurer, 
have risen 
and apparently rise 
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1956 | 1957 est. 
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11.8¢ 
12.3 
12.5 


11.3¢ 
13.0 
13.3 

19.8 19.6 

17.5 18.5 
W. R. Grace 9.3 7.9 
Koppers 9.0 es 
Monsanto 10.3 10.9 
Olin Mathieson} 12.3 9.9 
Union Carbide 18.0 17.8 


*Decrease in net per share. 


29.4 


steadily . . . But the prices we get 
have failed to rise on _ balance.” 

Added Union Carbide’s Glen Miller: 
“The ratio of costs to sales .. . takes 
on far greater importance .. . in times 
like the present.” 

Such complaints, of course, are by 
no means limited to the chemical in- 
dustry. But rising costs have a spe- 
cial terror for chemists. Reason: the 
collapse of the old $1-for-$1 rule. It 
used to be assumed in comptrollers’ 
offices, and on Wall Street, that to 
get an extra $1 of sales in the chemi- 
cal industry you had to spend $1 fo1 
plant and equipment. 

That made chemicals an expensive 
industry to expand in. But still, the 
game was worth the candle; each 
sales dollar brought a good margin of 
profit. Union Carbide, for example, 
spent $474 million on capital im- 
provements and expansion between 
the end of 1946 and the end of 1951. 
In the years 1947 through 1952, Union 
Carbide’s sales increased by some 
$435 million. Allowing a margin for 
plant paid for but not yet contribut- 
ing to earnings, Carbide thus reaped 
roughly $1 in sales from each $1 in 
capital spending. 

But Carbide’s recent capital out- 
lays have been much harder on 
Chairman Morse Dial’s_ corporate 
purse. Between 1952 and 1956 he 
laid out no less than $672 million. 
Yet in the five years through 1957, 
Union Carbide’s sales increased by 
just $493 million. Dial, in effect, was 
spending at the rate of $1.40 for every 
$1 increase in sales. 

For Leland Doan’s Dow Chemical, 
the tab came even higher. As against 
$423 million in capital spending, Doan 
reaped just $231 million in increased 
sales. 

In time, the newer plant may bring 
in additional sales dollars. If so the 
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22.0% 22.2% 
33.4 16.5 
39.2 62.3 
67.0 103.8 
41.4 99.6 
—5.4 39.6 
12.3 = 
69.6 22.7 
41.8 82.2 
31.5 85.1 


SRELELHL LS 


Figures cover 4-year period; no data available prior to 1953. 


ratio of getting to spending may im- 
prove. But as things stand, the 
chemical industry (see chart) is 
spending $1:50 in capital for new 
plant and equipment for every $1 it 
adds to annual sales. A few other 
examples show how widespread is 
the problem. In Allied Chemical’s 
case, $448 million in capital spending 
has so far been balanced by just $210 
million in additional sales. 

Fred Foy, president of Pittsburgh’s 
hard-pressed Koppers Co., has the 
saddest tale of ali to tell. In the five 
years through 1956, Koppers spent 
$85 million on capital improvements. 
And sales? They dropped by $3 mil- 
lion. It would, of course, be folly to 
argue that Foy’s spending brought 
no increase in sales; the fact is that 
business was declining in Koppers’ 
older lines. Without. the elaborate 
new plastics and butadiene rubber 
plants that the oldline coal products 


DU PONT’S GREENEWALT 
He had a balance wheel. 


company put up, its sales decline 
would have been far worse. But the 
point about the high cost of capital 
spending still applies: Koppers had to 
pour out capital, and pour it out lav- 
ishly, merely to sell the same dollar 
amount of goods. 


The Precious Sales Dollar 


With each sales dollar thus repre- 
senting such a painful investment, no 
chemical man can treat one lightly. 
It is a matter of corporate life and 
death to get the maximum mile- 
age out of it. In judging the 
test-tubers, therefore, Wall Street 
puts a great deal of stock in how 
their respective profit margins stack 
up. This, of course, refers to the part 
of each sales dollar that the operating 
divisions of the company have left 
after paying their operating costs. The 
operating profit margin tells how 
much of a corporation’s sales volume 
eventually becomes available for gen- 
eral corporate purposes. It measures 
operating efficiency, the difference, 
in any industry, between corporate 
success and corporate failure. 

Which chemical company scores 
highest in this vital test? Wilming- 
ton’s E.I. du Pont de Nemours Co. 
without a question. Over the latest 
five full years du Pont has been able 
to hang on to 35c out of every sales 
dollar. Leland Doan’s Dow Chemical 
does not do too badly, either. Its 
average margin: 3lc on the dollar. 
Morse Dial’s Union Carbide is a close 
third with 29c on the dollar, followed 
at respectable distances by Monsanto 
with 21c, Allied with 20c and Ameri- 
can Cyanamid with 19c. 

All this comes close to explaining 
why many chemists were worried by 
what happened to their businesses in 
1957. Of the ten top test-tubers, only 
one, Olin Mathieson with its big stake 
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in metal fabricating, failed to raise 
sales during 1957. But no fewer than 
five out of ten reported declines in 
net. Even Koppers, whose earnings 
were off 26%, boosted sales by nearly 
7%. A dollar of sales could no longer 
be counted on to bring its usual quota 
of profits. Profit margins, to put it 
bluntly, were taking a beating. 
Many chemists—and their friends 
on Wall Street—thought that this 
meant trouble. Commented one fi- 
nancial man, whose house has long 
taken a special interest in chemical 
issues: “The 1957 earnings statements 
prove what most chemical men al- 
ready knew: that when business gets 
a little soft, chemical companies tend 
to keep production high and cut 
prices instead of cutting back pro- 
duction to keep prices and profits up.” 
The Wall Streeter had put his fin- 
ger on one of the most basic facts 
about chemical economics: that chem- 
icals are essentially a continuous 
process industry. This is another 
way of saying that chemical plants 
cannot operate really efficiently at 
much less than full capacity. In 
chemicals, unlike say, in steel or in 
autos, a cut in production or closing 
of a plant will not reduce’costs by 
much. Overhead costs, by far the 
biggest item in chemical expense, 
would go on as before. So, as one 
chemical man puts it: “We keep the 
vats bubbling 24 hours a day and 
hope that, somehow, our salesmen 
will be able to get rid of all the stuff.” 


Too Much Poly 


To get rid of the stuff in 1955, the 
salesmen often had to shade prices. 
Allied Chemical’s able Glen B. Miller, 
for example, had joined such com- 
petitors as Monsanto and W. R. Grace 
in cutting ammonia prices from $85 to 
$75 a ton. Fellow chemists were bet- 
ting that at those prices Miller was 
barely making depreciation charges 
on Allied’s huge investment in am- 
monia producing. 

The situation began to improve in 
January when Miller posted a $5 in- 
crease in ammonia prices and added 
another $4 in July, but most of the 
damage had already been done. By 
the end of the third quarter, Allied’s 
earnings per share were down 6% to 
$3.31 and many of its 30,500 stock- 
holders were wondering whether 
management had been wise in invest- 
ing so heavily in what turned out to 
be one of the industry’s most over- 
produced lines. 

Allied was not the only company 
with problems. Out in Pittsburgh, 
Koppers Co.’s Fred Foy was being 
pinched by plastics. The very chem- 
ical lines, in fact, on which Kopnpers 
had lavished no less than $20 million 
for growth and diversification. There 
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/ was, complained Foy, a “serious soft- 
ening” in plastic prices 

Koppers’ troubles were not differ- 
ent than Allied’s. U.S. chemists had 
built more capacity for polyethylene 
and for styrenes than the nation was 
using. Result: price-cutting, as in 
ammonia. Prices on these Koppers’ 
specialties went down and so did 
profits. For the full year Koppers 
earnings per share were down an es- 
timated 20% (from $5.01). 

Several other companies had trou- 
bles that did not show as sharply as 
Foy’s did. Charles Thomas’ St. 
Louis-based Monsanto, for example, 
was pinched by lower prices in 
styrene, polyethylene and other plas- 
tic products. It was loaded with 
ammonia plant, too, much of it 


_ HIGH COST 
OF CHEMICALS | 


With the old dollar-for-dollar rule 
gone by the board, it is costing 
chemicalmakers more and more in 
capital spending to produce $1 of 
added sales. Over the past five 
years, the nine top chemists have 
laid out $1.50 in capital expenses for 
every dollar they have won in in- 
creased sales. 
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5-Year Sales Increase 
1957 over 1952 


5-Years’ Capital Outlay 
1952-1956 


taken over in the controversial 195) 
merger with Lion Oil which many 
Wall Streeters considered an odd 
match at the time and consider even 
more so today. But Monsanto had 
compensation in other lines, notably 
acrylonitrile and methanol. Result: 
even without counting the rising 
earnings of its unconsolidated sub- 
sidiaries, Monsanto managed to push 
profits ahead 8% in the first nine 
months of 1957. 


They Had Balance Wheels 


It goes without saying that du Pont 
and Union Carbide took their knocks 
as well. Union Carbide, one of whose 
specialties is ferroalloys for stainless 
steel, was hit by the steel slowdown. 
Carbide had its troubles with plastics 
as well. 
Dial’s management team coppered 
bets in his highly decentralized 400- 


But so shrewdly has Morse 


plant chemical empire that what one 
hand lost, the other gained. Industrial 
gases, produced by Dial’s Linde Air 
Products division sold well. So did 
his petrochemicals and the synthetic 
fiber Dynel. 

And Dial’s position in plastics, a 
field in which Carbide’s Bakelite di- 
vision has long been the 
helped, too. A contributing factor 
was Dial’s shrewd 1956 acquisition 
of Visking Corp., a merger which en- 
ables Carbide to carry part of its 
polyethylene output right into highly 
profitable end products such as sau- 
sage casings and other kinds of food 
wrappings. 

As for Crawford Greenewalt’s du 
Pont, it more than made up weakness 
in its industrial products lines with 
higher prices and higher profits for 
its fabulously profitable nylon and 
orlon. A good year for the $1.6 billion 
paint business helped du Pont, the 
second largest paint maker. Du Pont’s 
net profits from operations rose 11% 
in the first three of 1957, 
easily the best showing among the top 
ten 


leader, 


quarters 


chemists. 

Put as simply as possible, Morse 
Dial and Crawford Greenewalt have 
balance wheels built into their cor- 
mechanisms. In many busi- 
the advantages of diversity 
are arguable. In chemistry they are 
not. For chemists headache 
tends to be a multi-million-dollar 
headache. There is, as Greenewalt and 
Dial well know, no better antidote to 
such fiscal migraine than a corporate 
well stocked with a_ broadly 
balanced product line 


porate 
nesses 


every 


closet 


Even if a chemist is not really di- 
versified, it helps if he has one or 
more solidly entrenched divisions that 
can mind the shop while he is out 
getting established in other lines. So 
it is with American Cyanamid’s Wil- 
bur Malcolm. Cyanamid has not yet 
built as strong a position in chemicals 
as most of its rivals, but its richly 
profitable Lederle Laboratories is 
among the top companies in the ethi- 
cal drug business. The 
that Lederle is dependably grind- 
ing out give 
Malcolm and his predecessors cour- 
age to go on with such 
as the $80-million Fortier 
nitrite plant, which rang up losses for 


knowledge 


profits has helped 
projects 


acrylo- 


two years before finally breaking into 
the black last year. The end of For- 
and Lederle’s big 
with the Asian flu both contributed to 
the 10° rise in profits that Malcolm 
reported for 1957’s first nine months 

Similarly, Albert K. Chapman’s big 
Eastman Kodak. Plowing back 
of the profits it made in the film and 
Kodak has built a 


strong position in plastics and acetate 


tier’s losses yeal 


part 


camera business, 





yarn. Last year, Kodak’s camera 
business was booming as usual but 
Chapman got an extra boost from the 
cigarette cancer scare. As confused 
consumers rushed to switch to filter- 
tipped brands, the cigarette-makers 
turned to Kodak as a major source of 
fiber for cigarette filters. 


The Metals Muddle 


But nothing so much proved the 
importance of specialized diversifi- 
cation in chemistry last year as the 
metals muddle. As the chemical in- 
dustry has broadened its horizons it 
has gradually moved into metals. Dow 
was first with magnesium. Du Pont 
put its chips on titanium. So, some 
years later, did Union Carbide and 
Allied. Olin Mathieson, already fa- 
mous as a brass and aluminum fabri- 
cator, has launched a $200 million 
building program which will make it 
the U.S.’ fourth largest producer of 
aluminum ingots by 1958. 

Yet all this enthusiasm for metals 
has yet to pay off. Dow’s troubles 
with magnesium have been well-pub- 
licized. As for titanium, defense cut- 
backs and fabricating setbacks dealt 
its hopes a mighty blow last year. “The 
greatest metallurgical. fiasco in his- 
tory,” crowed one steel executive. He 
could well be right: at year’s end ti- 
tanium was looking not so much like a 
“wonder” metal as a “problem” metal. 

Still, if these metals troubles cost 
Carbide or du Pont or Dow large 
sums of money, there was little on 
their profit-&-loss statements to show 
it. Each of them had far too many 
profitable irons in their fires for that. 
What they lost breaking into new 
fields, they easily made up on profit- 
able older lines. 

Olin Mathieson, already heavily 
dependent on nonferrous metals mar- 
kets, may not be so lucky when its 
aluminum mills start rolling out the 
metal in 1958. Especially so if alumi- 
num continues in its present slump. 
Stanley Osborne has not yet built the 
balanced product line that Morse Dial 
or Crawford Greenewalt can count on. 
But if present plans work out Olin 
Mathieson’s Osborne will have a 
handy balance wheel of his own. Os- 
borne is betting that his new uses for 
aluminum will now develop. 

All this will cost Osborne a great 
deal of money, but he is obviously 
prepared to spend it; last year he 
borrowed an additional $60 million, 
building Olin Mathieson’s debt to a 
whopping $250 million, second high- 
est in the entire chemical industry. 
Osborne, in short, is doing just what 
W. R. Grace & Co.’s able J. Peter 
Grace has been doing over the past 
years: spending heavily to change the 
face of his company. 

In his way, Grace has done a re- 
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“Allied Chemical 


markable job—and without stopping 
to count the cost. Since 1950 he has 
trebled Grace’s property account, 
raised chemicals from just 16% of 
sales to 55%. The cost? Grace has 
plunged his previously almost debt- 
free company into borrowing $120 
million, has so diluted his common 
equity that a 71% boost in net profits 
has increased per share earnings a 
mere 20%. 


The Fiscal Function 


In this curious amalgam of scientific 
know-how, fiscal finesse and plain old- 
fashioned shrewdness that is chem- 
icals, one thing clearly stands out: 
there is no room for the merely medi- 
ocre in chemical management. It takes 
a lot of money to make money in 
chemistry and it takes a lot of doing 
to make this money pay its way. 
That is why many investment trust 
managers are as interested in what 
one of them calls “the company fiscal 


THE MARKET'S JUDGMENT 


How much are investors 
a ty pay for $1 worth 
of the company’s* ... | 





$1.35 
1.87 
2.37 
4.14 
2.43 
0.64 
0.36 
1.60 
1,27 
2.44 


‘15.03 
18.78 
25.00 
21.25 
19.71 
9.64 
7.73 
18.47 
12.57 
19.32 


2.31 
3.13 
4.20 
3.46 
0.90 
0.70 
1.91 
1.55 
3.48 
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W. R. Grace 
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Olin Mathieson 
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function” (i.e., its skill in making a 
dollar work hard) as in its products 
or the condition of its plants. 

On the score of fiscal function Le- 
land Doan’s Dow Chemical stands out 
as foremost among its business peers. 
At a time when most managements 
were uncertain as to the future, Doan 
and Treasurer Carl Gerstacker went 
ahead and built new plants with bor- 
rowed money. It took nerve: in 1951 
only Union Carbide had as much debt 
as Dow, and Carbide was more than 
twice as big. The Dow prescription 
was disarmingly simple: build with 
borrowed money; use the profits and 
tax-free fast write-off money to pay 
the debt as quickly as possible. 

It worked. At the end of fiscal 1957 
Dow carried on its books a huge 
$457 million investment in plant and 
equipment, $279 million of it less 
than ten years old. As for its once 
staggering debt, Doan and Gerstacker 
had cut it down to $133 million from 
a 1952 high of $249 million. 


Tight-money 1957 was an acid test 
for Dow’s fiscal function and the 
company passed with flying colors. 
Raking in no less than $6.7 million 
a month in tax-free depreciation 
money, Doan was able to launch a 
vast new expansion program without 
having to pledge an arm and a leg for 
new long-term money and without 
having to dilute his equity by selling 
new stock. 

Another advantage; Dow last year 
had an average interest rate of just 
2.9%, one of the lowest of the big 
chemists. By unhappy contrast, Stan- . 
ley Osborne’s Olin Mathieson had to 
pay no less than 5.5% last year to sell 
$60 million in 25 year debentures and 
had to make them convertible into a 
common stock as well. Union Carbide 
paid 2.9%, Allied 3.5% and Monsanto 
3.6% on average for their long-term 
money. 

Ultimately, all the test-tubers ex- 
cept du Pont and Kodak went into 
debt. But Doan and Gerstacker had 
the advantage of having borrowed at 
the bottom of the business-and-inter- 
est-rate cycle. 


Dow has had to pay only one penal- 
ty—and a light one—for Doan’s far- 
seeing financial policies: an apparent 
diminution of net earnings because of 
the heavy depreciation write-offs. But 
the diminution is not very real: Dow’s 
invisible earnings are there all the 
same. 


Since imitation is the sincerest 
form of flattery, Allied Chemical has 
paid Dow a high-flown compliment 
by taking a leaf out of the Doan and 
Gerstacker book. Borrowing $200 
million at 342%, Allied in 1953 began 
expanding heavily on borrowed 
money, today is one of three top 
chemical companies that charges off 
more in depreciation money than 
they bring down to net profit. 


The Verdict 


In considering the manifold com- 
plexities of life in the chemical busi- 
ness, one conclusion clearly emerges: 
it takes extraordinary skill to make 
good in chemicals. No other company 
possess this talent in quite the same 
degree as Greenewalt’s du Pont. Run- 
ner-up: Doan’s Dow, a company of 
great stature itself. By the standards 
of any industry, Union Carbide and 
Eastman Kodak, Monsanto, Allied and 
American Cyanamid are also extra- 
ordinarily well-run companies. Olin 
Mathieson? It has come a long way 
but obviously has a lot of catch- 
ing up to do. As for Koppers and 
W.R. Grace, they are not yet truly 
chemical companies. Both are work- 
ing hard to become so. They are 
not, however, batting in the big 
leagues. 
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BUILDING MATERIALS 





THE YEAR THE ROOF FELL IN 


The building materials industry may not be to blame 
for the building cycle’s downswing. But for ex- 
panding at the peak o, a boom, old maidish fi- 
nancing and general lack of imagination, the industry 
is very much in Wall Street’s doghouse these days. 


For an industry that had just ridden 
the crest of the greatest construction 
boom in U.S. history, the building 
materials business had remarkably 
little to show last year for its rich 
and sustained windfall. 

Granted that no boom can go on 
forever. Granted further that resi- 
dential building had to slow down if 
for no other reason than that mort- 
gage money was harder to get. But 
that hardly justified the cold and un- 
comfortable fact that five of the 
largest firms operating in this basic 
and_ highly prosperous industry 
showed a lower return on their capi- 
tal than U.S. industry as a whole over 
the last five years when they were 
in full bloom. The score: 9% for 
the builders, 11.1% for all industry. 

Far from having prepared them- 
selves for the inevitable slowdown, 
the builders had, if anything, tended 
to lavish their hard-won profits on 
expansion when they should have 
been pulling in their horns. One of 
the companies, Owen Cheatham’s 
Georgia-Pacific Corp., had saddled 
itself with probably one of the heaviest 
burdens of debt of any solvent non- 
utility corporation in the US. 

Taken as a group, the ten big build- 
ing materials companies took in just 
about as many sales dollars in the 
first three quarters of 1957 as they 
had in the same three quarters of 
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1956. Their profits, however, told an- 
other, sadder story. On average, they 
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New homes, factories, office build- 
ings, powerhouses and highways 
have multiplied steadily in the past 
decade. But stockholders of the 
leading building materials firms, 
their equity watered down and 
profit margins shrinking, have had 
no corresponding increase, on aver- 
age, in their earnings per share. 
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were down 16.8%, and, had it not been 
for the good work of U.S. Gypsum 
and Lone Star Cement, the compari- 
son would have been 
odious. 


even more 


Fiscal Felonies 


Even this does not exhaust the 
charge sheet of fiscal felonies that 
Wall Street has prepared against the 
builders. One of the worst: their 
failure to develop new materials and 
new selling methods. Confessed Arm- 
strong Cork’s treasurer, Walter Hoad- 
ley: “Our raw materials read like 
an agricultural handbook only eight 
years ago—linseed oil, glycerine and 
the like. Now chemicals are replac- 
ing those items, but only slowly. a 

A friendly critic of the industry 
is Owens-Corning Fiberglas’ Harold 
Boeschenstein, whose «wn firm has a 
big stake in the building business 
“We need,” says he flatly, “merchan- 
dising leadership to revive 
lagging construction industry.” 

But in 1957 at least, the building 
materials industry was not getting 
either the leadership or the techno- 
logical pioneering. Investors seemed 
thoroughly disillusioned. By mid- 
December the stock market as a whole 
was down just 18.5°% from its 1956 
highs. Among the building stocks 
however, American Radiator was 
down 54.6°,, U.S. Plywood 507, Na- 
tional Gypsum 35.4%, Johns-Manville 
41°, and Georgia Pacific 41° 

Had the vicissitudes of 1957 made 
the industry aware of its basic prob- 
lems and basic failures? Apparently 
they had not. By and large building 
materials men continued to seek 
consolation in elaborate long-term 
growth projections that their econo- 
mists prepared for them. Consola- 
tion, too, in the undoubted fact that 
repair work on older houses would 
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continue to furnish them a market 
even if new building failed to revive. 

U.S. Plywood’s Sol W. Antoville, 
for example, was pleased by his firm’s 
continuing sales growth. “Use of 
plywood,” smiled he recently, “has 
increased 5% this year despite the 
housing decline.” Master salesman 
Antoville was quite correct. But this 
had not prevented U.S. Plywood’s 
profits from plunging 24% in the first 
two quarters of fiscal 1958. 

As for repair and renovation work, 
it was unquestionably ample fare for 
smaller companies, for the giants it 
would be subsistence diet. Arm- 
strong’s Hoadley reminded them 
“It takes a lot of repairs to make up 
for one unbuilt house.” 


The Exceptions 


Every rule has its exceptions and 
one of the standout exceptions in the 
building materials field last year was 
Clarence Shaver’s U.S. Gypsum. 
Though U.S. Gypsum’s sales slipped 
8% in the first three quarters of 1957, 
net profits per share were down only 
5%. Shaver was thus maintaining 
the kind of record that has earned for 
his stockholders a topnotch return of 
17.3% on their equity, easily the best 
showing in the entire industry. 

Shrewdly sensing that ups and 
downs were by no means a thing of 
the past, Shaver had expanded but 
slowly. His optimistic rival, 
tional Gypsum’s Melvin Baker, had 
taken an opposite tack, doubled his 
plant account in just five years. Re- 
sult: a 16% per share earnings drop 
on a 10% decline in sales. 

But U.S. Gypsum has its own phi- 
losophy. It was one based on careful 
cost-cutting and expanding more 
slowly than the market. Boasted 
“Tex” Shaver: “We made almost all 
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of our own paper last year and put 
two new ships into operation along 
the East Coast which helped us trim 
the cost of chartering others’ ships.” 

Wall Street was also inclined to say 
few good words for Clifford Back- 
strand’s Armstrong Cork Co. In the 
face of across-the-board cost increases 
and a severe slump in its all-important 
floor coverings business, Armstrong 
Cork did better than night have been 
expected, holding sales even and hold- 
ing the drop in net to 15% at the 
three-quarter mark. But even this 
was by no means comforting to his 
stockholders. Coming as it did on the 
top of Armstrong Cork’s sub-standard, 
five-year return of just 10% on equity, 
the earnings decline discouraged at 
least one of Backstrand’s admirers: 
late this year Massachusetts Investors 
Trust sold out its entire 10,000 shares 
of Armstrong Cork. 

Quite plainly, MIT’s cold-eyed an- 
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alysts were little impressed with the 
fact that Backstrand had done well 
under difficult circumstances. Such 
admirable holding operations neither 
pay the dividends nor bring the capi- 
tal gains so dear to every mutual 
funder’s heart. And on Wall Street 
there is no room for sentiment when 
it comes to investments, nor should 
there be. For this reason the invest- 
ment fraternity recently has tended 
to be rather hard on Adrain Fisher’s 
big Johns-Manville Corp., which had 
been one of the few building stocks 
to find favor in the board rooms. 

The year 1957 was one when Fisher 
badly needed their sympathy. Caught 
by the slump when he was in the 
midst of a giant, three-year, $58-mil- 
lion expansion program, Fisher re- 
ported toward year’s end that J-M’s 
nine-month profits were off a stag- 
gering 32%, its worst earnings shake- 
out since World War II. His expansion 
program, Fisher seemed to feel, just 
couldn’t be postponed. 

Timid Financing 

Postponable or not, J-M’s troubles 
were compounded by its cautious fi- 
nancing methods. Though the com- 
pany has a first-class financial 
standing and counts J.P. Morgan & 
Co. bankers among its directors, the 
company has never since the war 
borrowed more than an insignificant 
sum of money. Instead, only a year 
ago last October, Fisher sold an addi- 
tional 649,000 common shares to help 
pay for his new plants, diluting com- 
mon equity in the process by 10%. 
Undoubtedly Fisher could have bor- 
rowed the money instead. Had he 
done so the net cost to stockholders 
would probably have been less than 7c 
a share; by selling stock instead, Fish- 
er took in more partners at a time 
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when profits were shrinking. Net re- 
sult: a further cut of a probable 25c in 
per share earnings after taxes. 
Fisher’s new shares caused a cer- 
tain amount of grumbling on The 
Street. Reason: what one broker 
calls “old maidish financing.” This 
broker maintains that, inflation and 
the tax laws being what they are, a 
company is derelict in its duty to 
stockholders if it does not borrow up 
to the prudent limit or at least if it 
did not do so in the years when prime 
corporations could borrow money at 
342% and sometimes a good deal less. 
Johns-Manville did not. Neither, 
for that matter, did most of the build- 
ing materials companies. What the 
broker called “old maidish” financing 
was the rule in the industry. To this 
day, five of the ten top building ma- 
terials companies, have no debt to 
speak of. Among the five that do, 
one, U.S. Plywood, has had an appre- 
ciable amount of debt for only the 
past few years. And of the ten, only 
one, Georgia-Pacific Corp., has really 
used borrowed money in a free- 


handed and imaginative way. 


Hurrahs and Hosannas 


What of Owen Cheatham’s ply- 
wood-&-timber-producing Georgia- 
Pacific Corp.? Is it the one imagina- 
tive exception which proves the rule 
of mediocrity in building industry fi- 
nance and management? Certainly its 
16.5% return on equity is second only 
to U.S. Gypsum’s 17.3%. Georgia- 
Pacific boasts, among other things, an 
annual equity growth rate of 19.5%, 
one of the highest among the 200 
companies in the ForBEs survey. 

Cheatham did not do it by merely 
sitting at his desk and shuffling papers. 
He launched a dramatic series of 
mergers and acquisitions which, in 
just seven years, boosted Georgia- 
Pacific’s property account 20-fold, 
trebled sales, more than doubled net 
income and, perhaps most important 
of all, left Georgia-Pacific owning 
some 12 billion board feet of standing 
timber, almost three times as much 
as that held by rival U.S. Plywood. 

As the scope of Cheatham’s plan 
unfolded, entranced Wall Street in- 
vestors bid Georgia-Pacific’s common 
from just over 4 in 1953 to 41 last 
year. More than one entranced mar- 
ket letter writer showered Cheatham 
with hurrahs and hosannas. “Cheat- 
ham,” bubbled one, “has the antidote 
for inflation. He buys timber at to- 
day’s prices with borrowed money, 
cuts it and sells it over a period of 
years when the price can’t help but 
go up. Then he pays off the debt 
with cheaper dollars as he cuts the 
timber.” 

But a more skeptical minority was 
not so sure that Georgia-Pacific had 
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On the home front, retreat. 


found the key to perpetual profits. 
Cheatham has gone ten times to the 
well to borrow more than $160 million 
since 1951. Still, he was unable to 
avoid diluting common stockholders’ 
equity with five new stock issues 
totaling some $25 million. Result: 
though net profits rose 17% in the 
first nine months of 1957, profits 
per share dropped a disappointing 
11%. Nor had Cheatham’s bold fi- 
nancing solved the problem of the 
ups & downs of plywood and lumber 
prices: as prices weakened last year, 
Georgia-Pacific’s net profit margin 
dropped sharply from 7c on the sales 
dollar in 1956 to just 5.8c. 

With every $1 of common equity 
leveraged by $2.58 of debt, more 
than one money man was wondering 
whether perhaps Cheatham had helped 
himself to too much of a good thing. 
Answers Cheatham: “At the rate 
we're actually repaying, our debt will 
be retired in about 10 years.” 


Lacklustre Diversification 


For all this buying and borrowing, 


THE MARKET'S JUDGMENT 


How much are investors 
willing to pay for $1 worth 
of company’s* ... 





American Radiator 
Armstrong Cork 
Crane Co. 
Georgia-Pacific 
Johns-Manville 

Lone Star Cement 
National Gypsum 

U. S. Gypsum 

U. S. Plywood 
Weyerhaeuser Timber 


Georgia-Pacific has not entirely 
changed its spots: it still counts on 
the undependable plywood business 
for close to half of its sales. But, 
like Frederick Weyerhaeuser’s giant 
Weyerhaeuser Timber, Cheatham’s 
Georgia-Pacific has worked overtime 
to find other ways to sell its trees. 

In Weyerhaeuser, Cheatham has 
had an admirable model of diver- 
sification-without-hodgepodge. “You 
can’t,” boasts one Weyerhaeuser VP, 
“call us a timber company any more.” 
Weyerhaeuser is today a big maker of 
pulp and paper products as well as of 
lumber and plywood. Cheatham, too, 
has branched out in these lines though 
his pulp and paper mill is still 
in the shakedown stage. 

But these are exceptions. By and 
large, the building materials compa- 
nies have not been much on diversi- 
fication. U.S. Plywood has made 
some tentative jabs at getting into the 
paper business and has played around 
with plastics and various combina- 
tions of wood and metal. Johns- 
Manville has acted a couple of times 
as though it would diversify its tra- 
ditional line of asbestos-based prod- 
ucts by moving into gypsum, but last 
year’s plan to merge with medium- 
sized Bestwall Gypsum was abortive. 
Both Crane and Joseph Grazier’s 
American Radiator have diversified, 
Crane into titanium, American Radi- 
ator into atomic reactors. Neither 
has had much in the way of profits 
to show for it. Sadly confesses Crane 
President Neele Stearns: “The tita- 
nium picture is not exactly rosy.” 

The record would hardly justify 
such a disinterest in diversification. 
Few of the Big Ten building suppliers 
are doing so well in their traditional 
lines that they can afford to overlook 
new ones. Lone Star Cement and 
U.S. Gypsum are, of course, excep- 
tions. So, possibly, are Weyerhaeu- 
ser and Georgia-Pacific. 

But the others currently are show- 
ing sub-average returns on their 
capital. In the cases of Crane and 
U.S. Plywood, in fact, current profits 
fall short of a worthwhile return on 
net working capital alone, even if 
fixed assets are left entirely out of 
account. At last year’s profit 
Crane earned just 9% on working 
capital, U.S. Plywood just 11%. By 
contrast, Fisher’s Johns-Manville, 
which earned last year 61°7, on work- 
ing capital, shows a really impressive 
return on liquid assets. Reason: Adri- 
an Fisher habitually works with a 
close current ratio, thus holding work- 
ing capital needs to a minimum 


rate, 


What About Payout? 


Much of this might have been for- 
given had the building supply men 
been generous with dividends for 
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their stockholders. Johns-Manville s 
stockholders have yet to see any re- 
turn on the past five years’ plowback, 
but they do have one consolation: 
Adrian Fisher has tucked on average 
two thirds of profits into their divi- 
dend envelopes. But stockholders of 
United States Plywood and National 
Gypsum have had no such comfort; 
both companies have paid less than 
half of profits out as dividends on 
their common stock and yet failed 
to raise profits through use of 
their large amounts of plowed-back 
earnings. 

Plowed-back profits, of course, 
have one over-riding justification: 
they can be used to help pay for ex- 
pansion and building of working 
capital, thus avoid risky borrowing 
and costly dilution of equity. Had 
they been so used by building mate- 
rial managements, the hefty plowback 
of profits might have been more pal- 
atable to stockholders. But the oppo- 
site was the case. Instead of paying 
for expansion and acquisitions en- 
tirely out of profits or borrowed 
money, six of the ten companies 
have seriously diluted stockholders’ 
equity by selling, or trading, addi- 
tional common stock. 

Notable exception: “Tex” Shaver 
of U.S. Gypsum. Shaver has been 
frankly cautious in his expansion 
program. “We spent,” says he, “only 
$10 million to expand in 1957, but 
our progress was just what it should 
have been. We didn’t do any more 
thinking about the future than we 
had to do.” 

In thinking of the future, other 
builders have sometimes forgotten 
their stockholders. Particularly glar- 
ing is the case of American Radiator, 
whose earning decline hit stock- 
holders probably twice as hard as it 
might have had there been no di- 
lution. Another example of equity 
dilution: Melvin Baker’s National 
Gypsum; only about one sixth of its 
five-year increase in net benefited 
per share earnings. Though net prof- 
its doubled (from $7.4 million to $14.3 
million), earnings per share rose just 
16° (from $3.12 to $3.61). Reason: 
a 72% increase in the number of 
shares outstanding resulting from the 
sale of new stock to pay for new con- 
struction. 

How do the companies rate on 
operating efficiency? Insofar as this 
can be measured by operating profit 
margins (e.g. profits from operations, 
before taking out for income taxes 
and depreciation), at least two of the 
building materials companies do 
stand out. Horace Sawyer chalked 
up a first rate 39.2c on the sales dollar 
last year for his Lone Star Cement, a 
brilliant showing by the standards of 
most industries and high even for the 
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Cement was better than most. 


cement business. U.S. Gypsum, with 
31.1c operating profit on the sales dol- 
lar, and Weyerhaeuser, with 29c, also 
stood out. 

In most other cases, the margin be- 
tween profit and loss on the sales dollar 
was disconcertingly thin. Heavily lev- 
eraged Georgia-Pacific, for example, 
which needs a margin of safety to 
handle its huge debt, brought down 
on average just 14c, or half as much 
as Weverhaeuser did. Excepting only 
National Gypsum’s excellent 24c on 
the sales dollar, the other building 
materials companies earned less than 
20c on the sales dollar, considerably 
less in the cases of Crane, American 
Radiator and United States Ply- 
wood. 


Harsh Judgments 


All in all, it has not been a very 
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Profits came in smaller slivers. 


impressive record. Not surprisingly, 
Wall Street has made some harsh 


‘judgments on it. One investment 
banker who follows the industry 
closely is especially bitter. “Why,” 


grunts he, “the only really new things 
in building the past few years have 
come from outside the business 
proper. Alcoa’s ‘Care-free Home’ for 
example. Or Monsanto Chemical’s 
‘House of Tomorrow.’ The first thing 
these building birds know, the chem- 
ists and metallurgists are liable to 
come along and put ’em out of busi- 
ness.” 

Overstating the case perhaps: this 
particular Wall Streeter admits he 
was burned in building stocks. But 
his point of view is not without its 
adherents on The Street. To quote 
him further: “Look at the record. 
The only thing those fellows did was 
to expand when the business cycle 
was at its peak, like Pavlov’s dog 
salivating. And now they’re won- 
dering what they did to deserve all 
this overcapacity.” 

Whether this is a fair verdict or 
not, the judgment of investors has 
been hardly less harsh. The building 
industry is one of the most impor- 
tant to the economy, but only one of 
the Big Ten, U.S. Gypsum, is on the 
list of Fifty Favorite stocks held by 
investment companies. At current 
marke+ prices four of the ten (see 
table “The Market’s Judgment”) sell 
for less than their book value. Two 
others, Johns-Manville and National 
Gypsum, sell at only small premiums 
over book. 

It is, of course, well known on 
Wall Street that depressed stocks 
with good prospects make good hunt- 
ing for bargain seekers. What are 
the prospects for the building mate- 
rials group? Unless management 
perks up, the answer would almost 
certainly seem to be: not exception- 
ally good. 

It is true, of course, that the U.S. 
population is growing and that the up- 
ward surge of living standards would 
seem to be all but irresistible. Still, 
general prosperity is no guarantee of 
individual prosperity and the building 
materials manufacturers were not 
especially deft at cashing in their chips 
the last time. Increased competition is 
already on the way from such modern 
materials as fiber glass, aluminum 
and plastics. On top of that, the in- 
dustry probably cannot count on any 
overnight surge in demand to take 
care of its excess plant capacity. 
Armstrong Cork’s Walter Hoadley 
has already warned the _ industry 
about that. “You can’t,” said he, “eat 
visions. A lot of companies in the 
building industry are going to be 
living off repairs for many years 


ahead.” 
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CORPORATE INDIVIDUALISTS 








“TO EAT WELL OR SLEEP WELL” 


Among America’s top business enterprises, some must be called 
unique, for in essential character they belong to no sharply de- 
‘fined industrial classification. Asa group, however, they are won- 
derfully representative of the contrasting management approaches 
to the common problem of making money for stockholders. 


“In investing money,” wrote J. Ken- 
field Morley a generation ago, “the 
amount of interest you want should 
depend on whether you want to eat 
well or sleep well.” It was a neat 
phrase to describe the prevailing in- 
vestment attitude of the time. In 
those not-so-distant days, it was as- 
sumed that the investor had to choose 
either high income and a high degree 
of risk or little risk, and a low income. 

In the years between, however, con- 
siderable doubt has been thrown on 
this somewhat old-fashioned approach. 
In an era that has put the emphasis 
on “growth” rather than “safety,” the 
most stable securities have sometimes 
yielded the highest dividends. Con- 
versely, investments based on specu- 
lative projections of profits, profits 
that may not be earned for a decade, 
ofttimes pay the lowest return. 

It is in this context that investors 
can learn a great deal from looking 
at the corporate individualists. What 
is a corporate individualist? Simply 
a company important in its own right 
which does not fit into any industrial 
cubbyhole. Individualists indeed they 
are, but they are something else be- 
sides: pools of capital to be used for 
the benefit of their owners, and, ulti- 
mately, through the workings of the 
free market, for the benefit of the 
entire community. 

But, though they can be looked at 
as pools of capital, the companies in 
this group are very much individuals. 
As such they reflect highly individual 
approaches to the essential problem 
of managing money and managing 
property. 

Among them can be found the great, 
grey American Telephone & Tele- 
graph Co., whose $16-billion worth 
of corporate stability is founded on 
the rock of a legal near-monopoly, 
whose growth is guaranteed by the 
dynamic prosperity of the U.S. but 
whose profit is limited by its public 
service nature. 

Or, at the other extreme, St. Paul’s 
bustling Minnesota Mining & Manu- 
facturing Co. Few stocks today are 
more “speculative” than “Triple M”’— 
speculative, that is, in the sense 
that the buyer is paying not for to- 
day’s profits and today’s assets but for 
the profits and assets he believes the 
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company will produce for him five or 
ten years from now. But, though it is 
speculative, or perhaps because it is 
speculative in this sense, Minnesota 
Mining yields well under 2% at its 
current market price, while that 
prime investment, conservative AT&T 
yields some 542%. Morley, were he 
penning his words today, would have 
to reconsider what he said about low 
yields and sound sleep going together. 

To criticize Frederick Kappel’s 
AT&T for not behaving like Herbert P. 
Buetow’s MMM would be as sense- 
less as blaming a horse for not flying 
or a rooster for not laying eggs. 
Each has its place in the corporate 
sun, each its role to play in the econo- 
my. The question to ask of each is: 
how well has the management hoed 
its chosen row? Are the yield com- 
panies paying out enough in divi- 
dends? Are the growth ones building 
their profit potential sufficiently to 
make the long wait for paying off 
worthwhile? 


Common Denominator 


Common touchstone of both growth 
and yield companies, of course, is the 
percentage each earns for its stock- 





PAYOUT NOW 
vs. 
PAYOFF LATER 


How does a “growth” company differ 
from the non-growth or income-pro- 
ducing variety? The composites below 
compare typical features of each.* 
an Growth’ C ee 


























holders on the money they have in- 
vested—the return on equity. Without 
such a return, a company certainly 
cannot be said to be growing, nor can 
it continue to pay dividends for very 
long. 

Of the “individualists” being con- 
sidered here, those in the growth 
category quite naturally show the 
most considerable return on equity.* 
Research-minded Minnesota Mining 
& Manufacturing has more than 
quadrupled its book value in the last 
decade or so. Buetow’s diversifi- 
cation in the field he knows best (his 
company produces over 1,300 different 
adhesives, coatings, sealers, more than 
300 varieties of tape for home, com- 
mercial, industrial use) has driven 
his firm’s sales from $3.5 million in 
the early 1930s to more than $330.8 
million. And on each dollar of its 
stockholders’ equity Triple M now 
earns a whopping 21.3%. 

Almost as spectacular has been the 
rise of Minneapolis-Honeywell Regu- 
lator Co., now pre-eminent in auto- 
matic controls and another company 
that has focused its energies on one 
field, plowing its own furrow and no 
one else’s. Under Board Chairman 
Harold Sweatt, 66, and 59-year-old 
President Paul Barclay Wishart, Min- 
neapolis-Honeywell has broadened its 
line of instruments controlling and 


measuring the flow of energy to 
homes, factories, defense weapons, 
meanwhile has broadened its sales 


volume too. 


Ten-Year Sales Rise 


For the tenth straight year, the 
team of Sweatt and Wishart pushed 
sales to a new high, with volume up 
19% in the first three quarters of 
1957 to $234.5 million (vs. $196.6 mil- 
lion for the same period in 1956). 
Earnings on M-H'’s common shares 
were down 5.4% compared with ’56. 

*Here is the paradox: “Triple M” shows 
one of the lowest returns on market price. 
Reason: investors are willing to pay a pretty 


premium for the hoped-for compounding 
of growth in the years to come 
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American Tel. & Tel. 8.8¢ 8.7¢ 12.9¢ 13.3¢ 6.4% 11.1% 73.4% 8.6¢ $1.51 2.3% 90 
Caterpillar 21.4 15.6 17.2 7.0 97.2 83.9 39.3 36.6 1.26 4.1 90 
Coca-Cola 15.9 16.8 25.6 NA 26.7 107.6 77.2 10.6 1.00 . 85 
Colgate-Palmolive 8.6 10.3 7.5 4.7 39.8 101.6 52.7 14.9 1.37 2.9 80 
Internat’! Harvester 6.5 6.1 9.6 3.7 12.8 {129.1} 61.7 loss 1.27 3.5 80 
Minneapolis-Honeywell 18.8 16.0 17.5 6.1 110.0 81.2 56.9 35.3 1.29 3.4 95 
Minnesota Mining 21.3 23.2 25.7 10.8 99.6 104.2 43.8 31.3 1.08 95 
Procter & Gamble 14.6 14.6 13.5 NA 39.3 59.3 57.8 20.6 1.25 3.7 95 


NA: Not Available. 


But Minneapolis-Honeywell’s 1956 re- 
turn on equity nonetheless was a fat 
18.8%. 

Another “growth” company is 
Caterpillar Tractor, whose record is 
the more remarkable considering that 
it operates in a highly cyclical indus- 
try. Like the leadership of both the 
3M and Minneapolis-Honeywell firms, 
Caterpillar Tractor’s President Har- 
mon Eberhard, 54, believes in con- 
centrating on his own specialty: in 
his case, earth-moving. Says he: “We 
have sufficient diversification right 
there.” As a result of his foresight 
in planning for the postwar U.S. con- 
struction boom, Caterpillar boosted 
sales from $128.4 million in 1946 to 
$686 million in ten short years. Early 
in 1956, Caterpillar launched another 
$190-million expansion program (de- 
signed to lift Caterpillar’s capacity 
another 50% into the charmed $1- 
billion-a-year circle by 1960). But 
Eberhard last year overshot the mark: 
the Federal road program lagged, 
housing construction was down, and 
Caterpillar was forced to lay off some 
4,200 workers. Yet Eberhard could 
still point proudly to the fact that his 
stockholders received in 1956 a 21.4% 
return on equity—one of the best in 
American industry. 


Example of Diversification 


Much bigger ($1,252-million sales) 
International Harvester Co. is Cater- 
pillar’s sometime rival in that it also 
makes tractors and big shovels, in 
recent years has expanded its earti- 
moving operations. But unlike Cater- 
pillar, Harvester is the very picture 
(if not the model) of diversification, 
has gone far afield from the farm 
machinery in which it originally spe- 
cialized, into heavy trucks, construc- 
tion equipment, even refrigerators (it 
sold off that profitless line in 1956). 
Harvester operates its own coal mines, 
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Figures in brackets show rate at which net per share declines compared with total net. 


steel mills, coke ovens, agave groves. 

In spite of its diversification on the 
one hand, or integration on the other, 
however, Harvester’s sales have been 
static in recent years, even show a 
slight decline from their all-time high 
in 1951 ($1,277.3 million). And net 
earnings were down in 1956 to $3.16 
a common share from $3.60 a year 
earlier. And for fiscal 1957, admits 
Harvester’s blunt-spoken Chairman 
John L. (“Long John”) McCaffrey, 
65: “We'll make less money than 
last year. I'm sure of that.” 

As for International Harvester’s 
103,659 stockholders, they could take 
little heart from what management 
was making on their investment. In- 
ternational Harvester’s return on 
equity: a measly 6.5%. Harvester 
has obviously been no growth compa- 
ny; neither has it been notably stable: 
between 1951 and 1956 its earnings 
per share dropped 28%. 

More successfully diversified is 
Procter & Gamble, largest American 
soap company (1957 sales: $1,156.4 
million). In terms of sales, Procter & 
Gamble has generally doubled its 
business every decade over the past 
half century, passed the $1-billion 
mark in sales two years ago under the 
management of Master Merchandiser 
Neil McElroy, now U.S. Secretary of 
Defense. Meanwhile, the net per 
share of the big soapmaker rose by 
57.4% in the last five full years re- 
ported (from $2.16 to $3.40). 


Soap Can Be Slippery 


P&G’s most: important American 
rival, 150-year-old Colgate-Palmolive, 
has gone its own highly individualistic 
way, sticking to its soapmaking (ex- 
cept for closely allied lines like Ajax 
cleanser, Veto and Florient deodoriz- 
ers) while its competitors have added 
a wide range of products, from food 
to cosmetics. 


But the soap-making business is a 
highly competitive one, and the story 
of Colgate, which returns only 8.6% 
on its stockholders’ equity (vs. P&G’s 
146%), has been a slippery one of 
ups & downs: from a net share loss 
of 29c in 1937 (Chairman-President 
Edward Herman Little took over 
as chief executive officer in 1938) up 
to $9.19 ten years later, then back to 
a postwar low of $2.41 in 1951; and so 
on. By almost any yardstick, Colgate 
suffered by comparison with P&G. By 
the very criterion that makes P&G a 
corporate success, Colgate must be 
considered a corporate question mark. 


One-Product Company 


Even more than individualistic 
Colgate, longtime blue-chip Coca-Cola 
Co.—known for years as a topnotch 
yield company (it has paid dividends 
since 1893 and its percentage of pay- 
out is a whopping 77.2% )—is a one- 
product manufacturer. Like Colgate, 
it probably makes more money abroad 
than it does in its own backyard (the 
company keeps a tight lid on the pro- 
portion of profits), and overseas sales 
have tripled since 1940, now total 
about 30% of combined U.S.-foreign 
sales volume. 

Yet judged by the market action of 
the past decade, investors’ regard for 
Coca-Cola has gradually been fizzling 
out. A fortnight ago, market price 
of the stock sank to 99—within less 
than a point of its ten-year low. 
This though the return on _ stock- 
holders’ equity remained a very re- 
spectable 15.9% 

For, paradoxically, Coca-Cola’s 
earnings statements in the last two 
years have—to paraphrase the compa- 
ny’s 1957 slogan—put a lift in its 
stockholders’ living. From 1954’s 
$6.08 per share, earnings rose to $6.44 
in 1955, $6.89 in 1956, $5.85 for the 
first nine months of last year (vs. 
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$5.70 for the same period a year ear- 
lier). It appeared at year’s end that 
earnings per share would top $7 for 
the first time in seven years. As for 
sales, close-mouthed Coca-Cola does 
not reveal them (an educated esti- 
mate: somewhere in the neighbor- 
hood of $280 million). But, says Pres- 
ident William E. Robinson, they will 
certainly be refreshing: for the first 
nine months of 1957, they were “the 
greatest in the company’s 7l-year 
history.” 


Spectacular Expansion 


For Frederick CKappel’s_ giant 
American Telephone & Telegraph Co. 
—the nation’s No. One publicly-held 
company in assets, stockholders and 
employees, and probably the largest 
corporation in the world—the prob- 
lems of profitability and growth are 
quite another kettle of fish. Kappel’s 
public utility-research-manufacturing 
combine is regulated not only by the 
Federal Government but by numerous 
state commissions as well, must fight 
hard (often against political and con- 
sumer pressure) for every rate change 
it feels it needs. 

In addition, a phone company’s ex- 
penses present a paradox: each time 
a new subscriber is added, cost per 
subscriber mounts. Reason: the tele- 
phone business violates the most basic 
principle of mass production; each 
new customer means one more possi- 
ble connection for every other phone. 
This requires both more, and more 
complicated, switchboard devices. 

Despite this technical handicap, the 
expansion of the Bell System (name 
for Kappel’s consolidated empire) has 
been spectacular in the post-war 
years. Kappel’s gross revenues have 
more than quintupled since 1939 
(from $1,107 million to $5,825.3 mil- 
lion). “In every sense but the Wall 
Street sense,” insisted a Bell official 
recently, “we are a growth company,” 
But despite all its “growth” in plant 
and revenues, AT&T’s per share earn- 
ings have barely inched from $10.23 to 
$13.16 in ten years. 

Certainly in the period of its great- 
est expansion, and in spite of any 
“disparity,” AT&T’s Fred Kappel has 
been compiling an enviable record in 
one of the prime tests of efficient 
management: the trend of his compa- 
ny’s operating profit. Although Bell’s 
profit averaged only a respectable 13c 
on the dollar over the past five years, 
it has done so in the face of huge ex- 
penditures, rapidly rising costs, regu- 
latory commissions that are still balky 
on the subject of rates. 

More important: AT&T’s operating- 
profit margin has risen steadily since 
1952 until it reached a plateau in 
1955, may well continue to rise when 
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billion-dollar annual expansion ex- 
penditures are no longer necessary. 
Minneapolis-Honeywell, with a some- 
what higher five-year average profit 
of almost 18c per dollar, presents a 
picture almost exactly like that of 
AT&T, with development costs also 
causing a flattening of the rising profit 
line. 


Effect of Over-Spending 


Colgate’s average operating profit 
per dollar for the same period of 
years totals only 7.5c, due mostly to 
the calamitous effect of promotional 
overspending in 1956. But in recent 
years the company’s operating profit 
has never reached more than 8.3c on 
the dollar, not much more than half 
P&G’s present 13.9c (the latter firm’s 
margin has generally been on the 
rise since 1953). 

It is probably @ case of apples vs. 
oranges to International 


compare 





THE MARKET'S JUDGMENT 


How much are investors 
willing to pay for $1 worth 
of company’s* ... | 














AT&T $12.58 $1.11 
Caterpillar 10.51 2.25 
Coca-Cola 14.76 2.35 
Colgate 11.67 1.00 
Int'l. Harv. . 9.65 0.62 
Minn.-Honeywell 2.10 23.68 4.44 
Minn. Mining 3.90 33.10 7.06 
Procter & Gamble 0.96 14.78 2.17 


Harvester’s profit situation with that 
of either a growth company or another 
income-producing one, if that com- 
pany is in another industry. But when 
compared with Caterpillar, which 
makes many of the same items, Har- 
vester seems to be in a gloomy spot 
indeed. Its average operating profit 
for the five years past—9.6c—assumes 
real significance as a yardstick of man- 
agement performance, particularly 
since the profit margin has been to- 
bogganing downhill (from 16.7% in 
1951 to 8.9% at the time of its last an- 
nual report). 

At the opposite end of the operat- 
ing-profit spectrum, both high-yield 
Coca-Cola and fast-growing 3M show 
high operating profits. Coca-Cola’s 
25.6c average profit on the sales dol- 
lar is only a tenth of a cent less than 
3M’s impressive 25.7c. Specialized 
Coca-Cola’s, however, has been falling 
slightly but steadily (from 28.4c in 
1951), reflecting both rising prices 
and competitive costs, while that of 
Minnesota Mining—equally special- 
ized but facing less hard-driving com- 
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petition—has moved on a compara- 
tively even keel. 

Minnesota Mining’s Herb Buetow 
has been wringing these operating 
profits from his efficient web proc- 
esses (whereby rolls of cellophane, 
paper, cloth are coated with adhesives, 
abrasives or other materials). He has 
been equally successful at fulfilling 
what is probably one of the prime 
functions of a growth company, from 
the stockholder-owners’ standpoint, 
at least: he has been busy making 
their equity grow almost as fast as he 
has marketed new items, a beanstalk- 
rising 19.9% a year. Minneapolis- 
Honeywell has been doing even better 
at 22%, Caterpillar almost as well 
with 19.4%. 


Laggards in Equity Growth 


Meanwhile, Coca-Cola’s rate of 
growth has slowed to 5.3%. And In- 
ternational Harvester’s stockholders 
are grimly reaping few benefits from 
the passage of time, for the book 
value of each share of Harvester stock 
has grown at the unimposing rate of 
only 2.6%. 

AT&T’s equity growth is even less 
perceptible than Harvester’s, reflect- 
ing a constant dilution of its stock. 
The company, as a matter of fact, is 
perhaps a classic example of stock-di- 
lution, having floated seven converti- 
ble debenture issues totaling almost 
$4.9 billion since the war and plan- 
ning another such issue for this year. 

How, then, has AT&T achieved its 
place as the most popular company 
on the Big Board? For one thing, 
because its famed $9 dividend has gone 
out regularly to stockholders for 
more than three decades, maintain- 
ing its reputation as a “widows’ & 
orphans’ ” stock. 


Plowback vs. Profit 


Yet, for all its sturdy virtues, AT&T 
has hardly been a standout in market 
performance. Investors have preferred 
to speculate on growth rather than to 
sleep well on good dividends. All of 
which would seem to disprove what 
Economist Benjamin Graham wrote 
a decade ago: “The market has a 
stubborn habit of valuing earnings 
disbursed as dividends more gener- 
ously than the portion retained in 
the business.” Obviously in this day 
of the growth company, such is no 
longer always the case. 

Still, “growth” is not the only path 
for a corporation to take. AT&T's 
longtime stockholders swear by its 
shares as fervently as do Triple M’s 
by theirs. Each management has 
performed its chosen task well. Un- 
fortunately, the same cannot be said 
for managements of some other corpo- 
rate individualists, notably Interna- 
tional Harvester and Colgate. 
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NATURAL GAS 





THE HIGH PRICE OF PIONEERING 


In the gas business, it takes five invested dol- 
lars, most of them borrowed, to produce a 
dollar of revenue and perhaps 12c profit. Last 
year those vital dollars were costly to come by. 


Last August, near Reynosa, Mexico, 
ceremonious U.S. and Mexican officials 
put their hands to a mighty valve, 
sent Mexican gas sweeping beneath 
the Rio Grande and into pipelines of 
Texas Eastern Transmission Corp. 
Far to the north at Vancouver, Cana- 
da, a brief two months later, the 
premier of British Columbia turned 
another valve to send a stream of gas 
from the vast Peace River reserves 
flooding through the steel arteries of 
Pacific Northwest Pipeline. Thus as 
1957 drew to a chilly close, Mexican 
gas was heating many a boiler in Bos- 
ton, and Canadian gas burned blue on 
the kitchen ranges of San Francisco. 
Even as natural gas men passed 
these milestones, New York City’s 
Chase Manhattan Bank sized up the 
industry’s future, produced a set of 
glowing predictions. The outlook, as 
forecast by Chase Vice President 
Lyon F. Terry and Economist John G. 
Winger: over the next decade the na- 
tion’s total energy requirements will 
rise by 45.6% to 61.3 quadrillion Btu; 
natural gas use will rise an even 
steeper 57.6% to 15.6 quadrillion Btu. 
Added the Winger-Terry report: 
“Domestic consumption of natural 
gas, totaling 10.1 trillion cubic feet in 
1956, is estimated to increase to 16 
trillion by 1966, including 0.8 trillion 
cubic feet supplied by imports. 
With an inevitability few other in- 
dustries can boast, the nation’s natural 
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gas transporters and distributors are 
heir to an all but sure-fire future, in 
which the only limits are their ability 
to finance development of vast under- 
ground resources and bring it to avid 
customers. Already they wear seven- 
league boots. By year’s end, the gas 
industry had borrowed and built its 
way to an industrial empire with total 
assets just short of $20 billion, thereby 
doubling in size over just seven years. 
Altogether last year the gas firms 
grossed about $5.5 billion, netted an 
estimated $630 million, and boasted 
some 39 million customers, with their 
numbers growing at the rate of 
roughly one million a year. In fact, if 
the gas could be found to accommo- 
date them, new customers would go 
on line at an even faster pace. 


The Day of The Driller 


The search for gas, however, is dif- 
ficult and costly, and it is getting no 
easier as each day passes. Says Presi- 
dent Paul Kayser of El Paso Natural 
Gas Co: “Gas must be found before 
it can be produced. A long, continu- 
ous, hard, tedious, expensive and 
risky exploration campaign is neces- 
sary if an adequate quantity of gas is 
to be provided for the ever-expand- 
ing demands of the consumer.” 

As of now, the far-ranging gas 
explorers are ahead of the game. At 
the end of 1956, the industry’s drilling 
rigs had turned up some 238 trillion 


cubic feet of proved reserves—an in- 
crease of 14 trillion cubic feet in the 
year. Measured against withdrawals 
of 11 trillion cubic feet, this left a 
tidy surplus. Reports for 1957 are ex- 
pected to show a: further increase to 
perhaps 250 trillion cubic feet of re- 
serves, including substantial offshore 
deposits. Adding to these vast stores, 
in their search the gas hunters had 
pushed far beyond the nation’s bor- 
ders, opened up mammoth pools both 
to north and to south. 


Washington Whirlpool 


But although the gas companies 
pipelines, distributors and producers 
alike—have large and eager markets 
still unplumbed, their progress lately 
has wandered on something of a de- 
tour from dream street. Responding 
in classic fashion to the balance of 
supply and demand, the average well- 
head price of gas has charted a pain- 
ful upward course from 5.3c per 
thousand cubic feet in 1946 to 11.1c 
last year, causing outbreaks of con- 
sumer resentment and a pinch on 
profits when rates began to lag. 

Since 1954, the year the Supreme 
Court in its Phillips Petroleum deci- 
sion brought the producer under 
Federal Power Commission regula- 
tion, this uptrend has slowed slightly. 
But the inequities have multiplied. 
For as a result of the Phillips deci- 
sion, the FPC has become buried 
under a mountain of price applica- 
tions, and the industry’s rate-making 
procedures have been plunged into a 
whirl of confusion. As one FPC mem- 
ber put it succinctly: “The Supreme 
Court told us to regulate the pro- 
ducer, but it didn’t tell us how.” 

Recently gas men have _ been 
searching hard for a way out of this 
regulatory whirlpool with the help 
of Congress. After a false start in 1956 
with the Harris-Fulbright Bill, which 
was vetoed by President Eisenhower 
because of lobbying abuses, the in- 
dustry came back in greater unity last 
year with the less controversial Har- 
ris-O’Hara Bill. The introduction of 
this bill, which provided for easing of 
producer regulation and eliminated 
several important distributor com- 
plaints, found such big producers as 
Panhandle Eastern Pipeline’s William 
G. McGuire on hand to plump for it 
The Harris-O’Hara measure got 
caught in an eleventh-hour legislative 
log jam, was carried over to this 
year’s calendar. But 1958 is an elec- 
tion year and the new bill is still 
politically controversial. Few Wash- 
ington hands think it stands much 
chance in this session. 


The Weather Vane 


That, however, was not the only 
piece of hard luck the gas companies 
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had last year. Another sharp blow 
came from their oldtime adversary, 
the thermometer, and it was one that 
could be measured in dollars and 
cents. While all 12 companies sur- 
veyed here boosted sales revenues in 
1957’s first nine months, only seven 
(four pipelines and three integrated 
companies) increased net profit. 


What had happened? The answer 
was that, after an inordinately cold 
winter in 1955-56, last winter was 
comparatively mild. This small turn 
of temperature had big consequences 
for the pipelines and integrated com- 
panies both. High fixed costs require 
that they keep their operations at a 
reasonably consistent level. Thus even 
a slight drop in heating loads, can 
produce a deep gash in profit. 

That was what happened last year. 
In San Francisco, for example, Chair- 
man Robert Watt Miller of Pacific 
Lighting Corp., the nation’s biggest 
gas distributor, saw his sales rise a 
nominal 1.9% over the 12 months 
ended September 30, but net profit 
fell 20%. Likewise, as far away’ as 
the West Virginia-Ohio-Pennsylvania 
area, where most of Columbia Gas 
System’s subsidiaries operate, the ef- 
fect was much the same. Though sales 
rose 5%, Columbia’s George S. Young 
reported net off 7.1% in the first nine 
months. 

One of the least encouraging things 
about last winter’s temperature mien 
was its geographical spread, a univer- 
sality which seemed to validate one 
of the meteorologists’ darker long- 
range predictions. “During the past 
50 years,” warned Daniel Parson, 
statistical director of the American 
Gas Association, in forboding tones, 
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“there has been a distinct trend 
toward warmer weather in virtually 
every portion of the country.” 


Expenses & Expansion 


If the nation’s gas men could do 
nothing to change the weather, it was 
hardly to be expected that they could 
do anything to improve the arid cli- 
mate of last year’s money market. 
Committed to serve more and more 
markets and to locate additional re- 
serves of gas, the natural gas indus- 
try was expected to have spent a 
record $2.1 billion last year. Nearly 
half was earmarked for building 
transmission systems. This year, 
though spending for long lines will 
drop, the integrated companies and 
distributors will face big outlays for 
city mains and related local projects. 

In consequence, both the pipelines 
and integrated companies last year 


THE BIG SPEND 
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borrowed at the fastest pace since 
1954, their greatest growth year. For 
a while early in the year, some bor- 
rowers got off lightly in their dealings 
on Wall Street. One was Northern 
Natural Gas’ John F. Merriam, who 
went to the well for $30 million, sold 
his bonds at the 4%% prime rate. 
Another was President James Comer- 
ford of Consolidated Natural Gas, 
a holding company (and something 
of an industry oddity in that its 
debt runs far less than its yearly 
sales), who managed to negotiate a 
big borrowing at 4%% as late as 
June. But before long, most gas men 
—among them Tennessee Gas Trans- 
mission’s Gardiner Symonds, Ameri- 
can Natural Gas’ Ralph T. McEl- 
venny and Texas Eastern Transmis- 
sion’s Orville S. Carpenter—were 
paying 6% for mortgage dollars. 

Rising interest charges last year took 
a deep bite out of the gas companies’ 
gross income. As the industry's biggest 
borrower, Tennessee Gas’ Symonds 
maintained his traditional heavy 
debt load, which runs to twice annual 
sales. During the 12 months ended . 
last September 30, Tennessee Gas’ 
over-all interest charges grew by one 
third while revenues gained just 
14.6%. After paying $22 million in 
interest, the pipeline boss reported 
net profit of only $35.5 million—just 
5% more than he had for the same 
period of 1956. Actually, Symonds 
needed some $2.4 million in non- 
recurring profits (from sale of Trans- 
Canada Pipe Lines stock) to registe: 
an increase at all. 

The gas executive who found it 
necessary to borrow during the height 
of last year’s tight money period 
made stjll another disquieting discov- 
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ery—that he not only had to come 
across with higher rent on the money 
but that he also had to be ready to 
open his safe at any time to prove that 
the collateral was still there. “In past 
years,” said Joseph J. Hedrick, presi- 
dent of the Independent Natural Gas 
Association of America, “the insur- 
ance companies required only proof 
of adequate natural gas reserves dur- 
ing the period of debt amortization. 
... They now require adjustment of 
the period of debt amortization equal 
to the existing proved supply of gas 
in terms of years, and a new look at 
the reserves is now taken each year 
for that purpose.” 


Beyond Tradition 


Thus caught pincer-fashion be- 
tween rising gas prices and the high 
cost of borrowing, most gas companies 
were compelled to watch their mar- 
gins wear ever thinner as the year 
progressed. Here and there they be- 
gan to fight for rates based on an 
investment return higher than the 
6% traditionally allowed them by the 
FPC. Early in the year, Tennessee 
Gas’ Symonds filed for: rates which 
would yield a 6.6% return, or an 
additional $24 million in revenues an- 
nually. He began collecting these 
rates in July. In August, Northern’s 
John Merriman put into effect rates 
calculated on a 6.25% return, for 
some $6.5 million gained in revenues. 
Both increases, however, were col- 
lected under bond, refundable if dis- 
approved by the FPC. 

Of the thousands of rate negotia- 
tions conducted on the state level 
last year, the most important was 
probably one involving Robert Miller’s 
Pacific Lighting Corp. Although 
Pacific’s distributing outfit nestles in 
the center of one of the nation’s 
most promising growth areas, it has 
not been able to show anything like 
a commensurate growth in earnings. 
Finally in October, after a lengthy 
battle, Miller got what he had been 
long waiting for. The California Pub- 
lic Utility Commission, reputedly one 
of the nation’s toughest regulatory 
agencies, awarded two of Pacific 
Lighting’s subsidiaries sizable rate 
increases. In one case the rate of 
return was increased to 644°, in the 
other to 634. Altogether, Miller’s an- 
nual revenues will jump $24.7 million, 
provide appreciably higher profits. 


A Rise By Any Other Name 


Pushing upstream against the gen- 
eral drift in earnings last year, several 
pipelines reported phenomenal gains 
in profit. The most solid of these was 


compiled by Transcontinental Gas 
Pipe Line’s E. Clyde McGraw (who 
became president and chief executive 
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TENNESSEE GAS’ SYMONDS 


Was the subpoena a surprise? 


officer when Tom P. Walker moved 
up to chairman). Thanks to Trans- 
continental’s success in holding down 
costs, sales rose 17%, and net profit in- 
creased 34.9% in the first nine months. 

Two other major transmitters also 
reported sharp increases in net, but 
both gains were somewhat illusory. 
Orville Carpenter’s Texas Eastern 
Transmission, which brought in the 
first large quantities of Mexican gas 
last year, hiked sales 28.9%, net 
41.1% in 1957’s first nine months. 
Texas Eastern’s gains however, were 
bloated by inclusion of its newly-ac- 
quired La Gloria Oil & Gas Co. for 
the first time. Similarly, at El Paso 
Natural Gas, which added the opera- 
tions of Pacific Northwest Pipeline to 
its own last year, Paul Kayser re- 
ported sales up 32.6%, and net up 
28.1% in the three quarters. 

There were some wags in the in- 
dustry who suggested that El Paso’s 
Kayser might as well include Pacific 
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American Nat'l Gas 
Columbia Gas 
Consol. Natural Gas 
El Paso Natural Gas 
Northern Nat'l Gas 
Pacific Lighting 
Panhandle Eastern 
Peoples G. L. & C. 
Tennessee Gas 
Texas Eastern 
Transcontinental Gas 
United Gas 


$3.60 
2.14 
1.76 
3.39 
3.17 
1.81 
3.66 
2.49 
3.57 
2.77 
4.00 
2.65 


$10.97 
10.85 
11.79 
14.22 
13.95 
12.89 
15.00 
12.62 
13.73 
10.91 
13.50 
13.54 


Northwest in his stockholder reports 
while he could; he might not be able 
to for long. Kayser’s big merger with 
Pacific Northwest, which would in 
effect virtually sew up gas transmis- 
sion west of the Rockies, had been 
the industry’s biggest piece of news 
in 1956. Last summer, when the Jus- 
tice Department slapped an anti-trust 
suit on El Paso for the deal, the 
merger seemed to have become the 
year’s biggest fiasco. 

Time and events have contrived to 
confuse the situation even further. 
Currently, except for a moderate re- 
serve of gas within the state, El Paso 
is the sole supplier to California dis- 
tributors. But in midyear, Kayser’s 
two biggest customers—Pacific Gas & 
Electric of Los Angeles and Pacific 
Lighting—jolted him with news that 
they would build their own 1,300-mile 
pipeline from Canada. Kayser’s re- 
sponse was a similar project of his 
own to hook in with Pacific Northwest 
and its Canadian supplier, Westcoast 
Transmission Co. Before the issue is 
decided, a half dozen regulatory 
agencies on both sides of the border 
will be involved. 


Midwest Battleground 


Meanwhile in the Midwest, Gardi- 
ner Symonds continued to press for 
clearance to build his Midwestern Gas 
Transmission pipeline (which would 
run from the Tennessee Gas main line 
near the Kentucky-Tennessee bound- 
ary to a Trans-Canada Pipe Line spur 
in northern Minnesota). At the same 
time, Symonds’ trio of- opponents— 
Peoples Gas Light & Coke’s Eskil I. 
Bjork, American’s McElvenny and 
Northern’s Merriam—were just intent 
on keeping the hard-driving Symonds 
out of their area.’ 

Near year-end, Symonds’ forces 
gained a tactical edge. Joining with 
the governors of Michigan, Minnesota, 
Indiana and Illinois, Wisconsin’s Gov- 
ernor Vernon Thomson touched off 
a Federal grand jury investigation 
with the charge that Peoples Gas, 
American and Northern had con- 
spired to block Midwestern in its 
effort to import gas from Canada. 
Although Symonds’ role seemed to be 
that of just another witness, it was 
doubtful that the arrival of the sub- 
poena had come as a complete surprise 
to him. 

No decision seemed imminent in 
either the Midwestern or the El Paso- 
Pacific case. Like so many other 
matters of vital concern, including 
producer regulation and rate of re- 
turn, these questions must await their 
appointed hours before the public 
tribunal. For as the natural gas in- 
dustry has come to learn with a 
vengeance, the mills of government 
grind slowly indeed. 
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SALESMEN IN A BUYER’S MARKET 


The big retailers were ‘waving an uneven time 
of it last year. Still, good management could 


—and did—make some very 


“A MAN who finds it difficult to smile,” 
H. L. Mencken quotes an old Chinese 
proverb, “should not open a shop.” 
Last year the nation’s big shopkeep- 
ers had little enough to smile about 
but they were busy enough opening 
new shops all the same. The new 
stores were going up in shopping cen- 
ters, on suburban main _ streets— 
wherever, in fact, the free-spending 
American middle classes were mov- 
ing in their quest for more space and 
more greenery. Considering the high 
cost of building and of renting, it was 
not a notably profitable pursuit but it 
was a necessary one if the retailers 
wanted to stay in business. As vet- 
eran retailer Bernard F. Gimbel put 
it: “Fish where the fish are.” 

There was no dearth of fish. Com- 
bined sales of the four top department 
store chains that issued nine-month 
figures last year rose 4.7% to an all- 
time high of $1.9 billion. But unfor- 
tunately for the shopkeepers there 
were also plenty of fishermen. So 
rugged was the competition and so 
stiff the costs that the higher sales did 
not, on balance, bring higher profits. 
The same four chains that raised sales 
4.7% reported an average decline of 
7% in net profit. 


Exception to the Rule 


There is an exception to every rule 
and the big exception to low retail 
profits has been Albert W. Hughes’ 
56-year-old J. C. Penney & Co. Pen- 
ney has been these many years one 
of the brighter spots in retailing. In 
1956 it earned a walloping 18% on its 
stockholders’ equity, far and away the 
best showing in the entire retail field 
and a good 3.4 percentage points 
ahead of runner-up Sears, Roebuck. 
And, despite the most generous divi- 
dend payout in the business, Penney’s 
equity growth has been second only 
to that of Sears, Roebuck and Feder- 
ated Department Stores, both of 
which have been relatively close cus- 
tomers with the stockholder’s dividend 
dollar. 

Sears, Roebuck’s Theodore V. Hou- 
ser was still managing at least a thin 
smile. Considering all the problems 
that 1957 brought him he was not do- 
ing too badly. True, Sears’ earnings 
slipped from $362 million to $345 mil- 
lion in the first ten months of 1957, 
but with an equity return of 14.6% 
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and a five-year equity growth of 
45.8%. Ted Houser’s stockholders had 
relatively little to complain about. 

So, too, with Fred Lazarus’ Fed- 
erated Department Stores. Like Sears, 
Federated reported a slight drop in 
profits ($1.77 vs. $1.81). But by earn- 
ing 14% on equity and with an aver- 
age annual equity growth of 7.7%, 
Lazarus was easily a top money man 
among the big department store 
bosses. 

Gimbel Brothers’ Bernard Gimbel 
could also manage a faint smile—de- 
spite. the New York subway strike 
which stranded some of his potential 
customers at the full tide of the Yule 
season. But Gimbel on the score 
of profit improvement led the pack: 
earnings per share up better than 
8.5% in nine months of 1957 (to $1.79). 

But taking the industry as a whole, 
it was not a very successful year. 
Considering their tremendous in- 
vestments in brick-&-mortar, in- 
ventories and advertising, the big 
department store chains were operat- 
ing on a distressingly thin margin of 
profit. In the case of giant R. H. Macy, 
the spread between operating costs 
and income was a very slender 4c on 
the dollar. Giant Allied Stores and 
Gimbel Brothers were only slightly 
better off with a return of 6c. Macy 
earned only 8.2c on each dollar of 





COUNTER 
TRENDS 


Sales of the 11 largest department-store 
firms have grown fast in the last six 
years, but because of increased taxes, 
wages, overhead and other costs, oper- 
ating-profit margins have-on the aver- 
age - been declining fast since 1955. 


Uy 








its stockholders’ equity during 1957. 
Based on estimated earnings, Allied 
would earn only 8.8c, Grant just 9.1c, 
and sprawling Montgomery Ward a 
distressing 5.4c. 

Considering their troubles, this was 
hardly surprising. While consume: 
spending in stores has continued high 
and retailers have been having their 
best sales season, increased taxes, 
overhead, labor costs with 
merchandisers’ inability to pass cost 
rises along to the customers 
sulted in an increasing profit squeeze 
In 1957, the profit trend was generally 
down 


together 


have re- 


Increasing Competition 


What is more, retailers were faced 
by increasing competition for the cus- 
tomer’s dollar. Bewailing the fact that 
almost everyone seemed to be tres- 
passing on what had once been de- 
partment-store territory, big, bluff B 
(for Benjamin) Earl Puckett, Allied 
Stores Corp. chairman, moaned: “Any- 
one who sells anything and has a roof 
over his head this 
game.” And with the profit-squeeze 
on, everyone in the retail game and 
his brother was looking for a volume 
increase to offset fading net profits 


seems to be in 


Some of the major chains did beat 
the industry average—notably 72- 
year-old “Mr. Fred’s” Federated, fast 
pushing for first place as the nation’s 
largest all-department-store firm 
(1956 sales: $601.5 million). Lazarus 
sales were up more than 10% for the 
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Allied Stores Corp. 
City Stores Co. 
Federated Dept. Stores 
Gimbel Bros. Inc. 

W. T. Grant 


14.6 


Figures in brackets show rate at which net per share declines compared with total net. 


“trailing” 53 weeks ended last No- 
vember, as compared with the same 
period a year earlier. During this 
time, the industry as a whole regis- 
tered less than a 4% gain. And Mr. 
Fred’s net income was up almost 5% 
—in all probability a far greater rise 
than most of his rivals’. As a matter 
of fact, Federated passed rival Allied 
in sales for the first time during 1957’s 
first half. Its gross: $274.8 million, 
$1.2 million greater than Allied’s. 


New Outlets Needed 

Yet even in the case of Federated, 
the advances reflected the volume 
contributed by new stores built (Fed- 
erated added three branches) or ac- 
quired in the previous 12 months 
(Federated in mid-1956 bought Mi- 
ami’s five-store Burdine’s chain). It 
seems probable that the turnover of 
merchandise at the long-established 
stores of most chains either fell below 
year-earlier levels or at best edged 
almost imperceptibly ahead. Possible 
exception: well-run Federated, whose 
downtown stores (including Man- 
hattan’s Bloomingdale’s, Houston’s 
Foley’s, Boston’s Filene’s) did a 
whopping $453-million-worth of busi- 
ness in 1956 vs. $428 million in 1955. 

Allied’s Earl Puckett, 60, originated 
neither the branch store nor the re- 
gional shopping center. But he did 
innovate the shopping center as a 
wholly-owned retailer’s subsidiary, 
now owns 11, will have 12 when a 
project now underway in North St. 
Paul, Minn., is opened late this year. 

Moving more cautiously but deter- 
minedly into shopping centers was the 
35-store May Department Store Co. 
(1956 sales: $521.4 million). Under 
hard-driving, 42-year-old Morton 
David May, grandson of the compa- 
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22.2% 
14.5 
38.6 
26.5 
28.9 
10.3 
17.3 
22.4 
13.3 
30.2 
45.8 


73.3% 
89.5 
95.3 
123.1 
83.6 
(97.4) 
129.6 
101.5 
{102.6} 
99.5 
86.7 
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ny’s founder and son of its board 
chairman, May opened a major shop- 
ping-center store in California last 
year, and plans three more for this 
year, 

Under its 70-year-old president and 
board chairman, Albert M. Greenfield 
(“Mr. Philadelphia”), 60-unit City 
Stores Co. (1956 sales: $272.1 million) 
moved in the opposite direction last 
May, closed its fading Boston store, 
R. H. White, thus lost a lot of volume. 
City Stores, which has been going 
through a period of reorganization 
and readjustment (“our last shake- 
down,” as one company official hope- 
fully puts it), nonetheless managed to 
open three new stores last year, pro- 
jects two or more—and a more profit- 
able year—in 1958. Explains Vice 
President-Treasurer Franklin Bru- 
der: “We have now got rid of our 
problem children.” 

R. H. Macy & Co. (1957 sales: 
$447.6 million) opened four major 
shopping-center stores in 1957 and 
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Allied Stores 
City Stores 

Fed. Dept. Stores 
Gimbel Bros. 
W.T. Grant 

S.S. Kresge 

R.H. Macy 

May Dept. Stores 
Montgomery Ward 
J. C. Penney 
Sears, Roebuck 
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* Insufficient evidence for judging new management. 


expects to open four more in the near 
future. Near neighbor Gimbel Bros., 
Inc. (1956 sales: $350.9 million) 
opened seven suburban branches in 
the last two years. 

Equally shopping-center conscious, 
though less involved in real-estate 
transactions than some (Gimbel’s, like 
Allied, owns most of its properties 
outright), such “junior department 
stores”* as 52-year-old W. T. Grant 
Co. (1956 sales: $380.9 million) and 
61-year-old S.S. Kresge Co. ($366.4 
million) have been closing old stores, 
opening new suburban ones at a fast 
clip. Grant’s jovial President Edward 
Staley, 54, known as one of the coun- 
try’s leading Main Street merchan- 
disers, is moving his center of 
operations off the nation’s main stems 
as rapidly as possible into shopping 
centers or areas where free parking 
facilities can be offered his customers. 
Grant’s Staley-sponsored 
“Park & Shop.” 


slogan: 


Time to Fight 


During 1957, the 46-year-old Grant 
company took occupancy in 48 new 
park-&-shop centers, compared with 
64 the preceding year, almost that 
many in 1955. At the end of 1956, S.S. 
Kresge’s President Franklin P. Wil- 
liams had completed a similar move, 
with 109 of his 698 stores in centers, 
last year opened 40 more—nearly 
all of which were in such locations. 

“We must fight .. .” says aggressive, 
outspoken Frank Williams, who 
stemmed a big three-year ('51-’54) 
drop in Kresge’s profit margin by hik- 
ing merchandise from old-fashioned 

*A rule-of-thumb expression for stores 
carrying a wide variety of merchandise but 


usually less expensive and not quite as 
varied as that carried by “senior stores 
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variety store to junior-department- 
store quality, moving stores to new 
sites, instituting tight cost control. 
“We must fight for anything we want 
to accomplish. We are getting strong 
competition from all sides, including 
other chains, drug stores and super- 
markets. Practically everybody is 
selling our types of merchandise.” 

Front-running J. C. Penney Co., 
largest junior-department-store chain 
(1956 sales: $1,291.9 million), has 
gradually moved into shopping cen- 
ters too, under the prudent, methodi- 
cal but expansion-minded manage- 
ment of President A. W. Hughes. 
Although it now has around 150 shop- 
ping-center units, the number is but 
a drop in the bucket of the billionaire 
Penney chain’s 1,717-store _ total. 
(Penney averaged-a new store opened 
every other day in 1956, one every 12 
days last year.) 

As for the industry’s giant—multi- 
faceted Sears, Roebuck & Co. (1956 
sales: $3,555.7 million), the nation’s 
largest retail distributor of general 
merchandise—it has been going into 
the department-store business in a 
bigger & bigger way. Although it is 
often described as a mail-order house, 
Sears sells more than three quarters 
of its goods in retail stores. In the 
past year, Sears opened 19 new and 
relocated stores in addition to catalog 
sales offices, plans further expansion. 

Montgomery Ward (1956 sales: 
$1,045.8 million), Sears’ onetime 
runner-up, got a late start in the 
store-building field because its pen- 
ny-pinching longtime Chairman Se- 
well Avery was one of the most 
persistently bearish businessmen in 
modern American history. Avery fi- 
nally retired in 1955 and Montgomery 
Ward opened its first new retail store 
in 16 years last March. Its plans for 
1958: three more, in outlying shopping 
centers. Under its new Chairman- 
President John Andrew Barr, 49, it 
also added 52 catalog stores during the 
year, in midsummer took over control 
of Chicago’s five-store The Fair de- 
partment-store chain. 


Expansion by Efficiency 

Expansion considered by itself, 
however, is neither here nor there. 
The important question for investors 
is: does it help build profits on stock- 
holders’ investments? The answer is 
that it cannot unless operating profit 
(profit per dollar of sales)—that vital 
measure of merchandising efficiency— 
at least holds steady. In Allied’s 
Puckett’s case it has not. His five-year 
average profit of 6c on the dollar is 
among the lowest shown by the bigger 
combines (lower still: City Stores’ 
and Gimbel’s 5c, Macy’s 4c). Since 
Puckett is still paying heavily out of 
profit for his ambitious building pro- 
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gram, it is too early to tell wheth- 
er that program will eventually pay 
off. 

Puckett’s opposite numbers at Fed- 
erated and May—“Mr. Fred” Lazarus 
and “Buster” May, respectively—have 
long devoted much of their merchan- 
dising imagination to their big down- 
town stores. Both credit much of their 
far higher five-year average profit of 
9c on every sales dollar to the attention 
they have given their base stores. Yet 
May’s May, like Federated’s Lazarus, 
is proud of the unusual autonomy he 
gives each separate store, declares 
what he offers is primarily “services” 





TURNOVER TEST 
One vital measure of merchandising efti- 
ciency is turnover: i.e., how much work 
$1 invested in inventory does. Here's how 
11 different retailers stack up in their var- 
ious categories. 
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and advice. Says he proudly: “We 
have eliminated waste and are operat- 
ing more efficiently.” 

At the opposite end of the manage- 
ment spectrum, Sears, Roebuck’s 
Chairman Houser has long shown 
what centralized buying, together 
with own-brand manufacturing, can 
do when huge volume is involved. 
Sears boasts a whopping (for retail- 
ing) five-year operating-profit aver- 
age of a dime on every dollar. Sears, 
however, has been feeling the profit 
squeeze in the past couple of years. 
For every dollar increase in net in 
1957’s first three quarters it had, in 
effect, to sell an extra $22 worth of 
merchandise. To help sell that $22, 
Sears went into the credit business a 
little over a year ago, formed its own 
version of famed GMAC. 

Montgomery Ward, long outdis- 
tanced in sales, has managed an aver- 


age operating profit of 8c nevertheless, 
while the small-town, bigtime J.C. 
Penney firm—making the most out of 
high-volume sales (97% of which are 
in the comparatively stable soft-goods 
field) on lower-priced items—has 
equaled that figure. Five-year operat- 
ing-profit averages of some other 
firms: S.S. Kresge (9c); W.T. Grant 
(7.1¢c); Gimbel’s and Macy’s (5.9c and 
4.4c respectively but apparently ris- 
ing); City Stores -(4.6c and apparently 
slipping). 


Turnover — Efficiency 


Equally important as a measure of 
merchandising management is inven- 
tory turnover (see chart). Here again, 
Federated stars, bettering Sears by a 
comfortable margin. Federated’s fig- 
ure: a staggering $9.59 against $6.79 
for Sears (which because of the nature 
of its business must carry a far greater 
variety of goods). May Department 
Stores is runner-up in its class to 
Federated with $9.01, followed closely 
by Macy’s ($8.67), Gimbel’s ($8.24), 
City Stores ($8.21) and Allied ($6.73). 

Worst inventory record: Mont- 
gomery Ward’s $4.10, re-emphasizing 
again the need for volume where vast 
and varied stocks must be carried. 
Ward’s record cannot, of course, be 
held against its present management, 
since it will probably take at least two 
years more for Chairman Barr to 
shake much real life into a business 
organism so long hibernating, and 
Barr certainly has effective medicine 
handy in his huge supply of liquid 
assets ($739.6 million). 

Barr’s basic problem is this: while 
retail volume has increased more than 
50% in the past ten years, department 
store sales have risen only about 17% 
in that time, and latecoming volume- 
seekers like Barr are faced with find- 
ing ways of cutting larger pieces from 
a shrinking pie. 

With sales and profits failing to 
keep pace with purchasing power, the 
liberalization of dividends—tradition- 
ally the primary investment appeal of 
department-store stocks—seems un- 
likely in the near future, except pos- 
sibly in the case of a few firms like 
Gimbel’s, whose net profit margin has 
been rising rapidly since 1954 and 
whose dividend policy has long been 
thought excessively conservative by 
some. 

With Christmas a very probable 
disappointment because of a leveling- 
off in the economy, department-store 
magnates—like their shareholders 
must once again look a year ahead in 
the hope that next year will be a hap- 
pier one. But if the discouraging de- 
feat of earlier hopes are any criterion, 
the nation’s shopkeepers will have lit- 
tle more to smile about in 1958 than 
they did in 1957. 
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PIGEONS COME HOME TO ROOST 


For a while, airplanes were a commodity: so many’ 
million pounds of airframe, so many billion dollars 
of revenue. Now the Pentagon is moving its busi- 


ness along to another 


stand, and not all the 


planemakers are ready & able to move with it. 


A1rcrRAFT manufacturing is a big in- 
dustry—among the largest in the 
nation. Above all, it has one big 
customer to please: the U.S. govern- 
ment. Of the industry’s $11.5-billion 
volume last year, 83% was for mili- 
tary end use. Yet the aircraft indus- 
try, or at least a substantial part of 
it, has now shown itself amazingly 
inattentive to its best customer. In 
the age of the missile, many a plane- 
builder is still geared to the manned 
aircraft age. Worse, many are still 
propelled by prop-driven finances. 


Gravy for the Other Fella 


To be sure, the industry’s best cus- 
tomer itself has long not known what 
it wanted. But then what customer 
does, until somebody shows it to him? 
Sputnik I made up the Pentagon’s 
mind, and for the U.S., at least, the 
missile age was born. Planes will still 
go into the nation’s arsenal for a long 
time; but the whole perspective has 
changed. By 1960, half of the nation’s 
air defense budget will be going for 
missiles. 

In a sense, Sputnik I was a colossal 
thunderclap. Reported one Washing- 
ton correspondent: “Now there are 
three things flying around up there, 
Sputnik I, Sputnik II, and the roof of 
the Pentagon.” The wonder, though, 
was that it was all such a surprise. 


44 


For long months and years before, the 
missile age was visibly poised on the 
threshold. Yet when it came, many an 
airframe builder was stunned to see 
that in the new order of things a good 
part of the gravy would be going to 
another fellow; and he was often a 
rank outsider. For while many of 
the planebuilders stuck to their tradi- 
tional last, much of the pioneer work 
on missile systems and parts was 
being done outside the industry. 
Not every planemaker missed the 
boat; such alert outfits as General 
Dynamics’ Convair Division, Martin 
Co., and North American Aviation’s 
Rocketdyne division were well-fixed 
with a big foot in the missile age 
door. But the wonder was that any- 
one in the aircraft business could 
have missed the telltale vapor trails 
in the defense heavens. As one air- 
craft executive puts it: “We're so 
close to Defense that when I leave the 
Pentagon I feel like I'm going AWOL.” 


Shifting Winds of Fortune 


Ironically, the industry’s uncertain- 
ty comes at the very height of its 
prosperity. Propelled by the ava- 
lanche of orders they had received in 
1955 and 1956, the planemakers 
zoomed into 1957 with the highest 
backlog of orders in years. As these 
were translated into billings, industry 
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revenues rose to stunning levels, and 
so did profits. 

By autumn, however, the heavens 
looked quite different. Repeatedly 
the budget axe fell hard on plane and 
missile projects alike, and industry 
order books took on a considerably 
less reassuring heft. 

The effect was anything but evenly 
distributed. Seattle’s Boeing Air- 
plane Co., builder of the giant B-52 
Stratofortress bomber, and the big- 
gest of all military suppliers, was still 
doing a tremendous business at the 
same old stand. But in the 12 months 
ended in September, its backlog was 
down 22% to $2.5 billion. Considering 
the all but certain durability of the 
B-52 as the backbone of Strategic Air 
Command striking might for some 
time to come, what remained was 
probably one of the most solid back- 
logs in the business. 

Not quite the same could be said 
for Lockheed’s, which in the same 
months dropped 19% to $1.3 billion. 
But like Boeing, Lockheed has big 
jet age plans that have nothing to do 
with Pentagon wants. Other plane- 
makers, however, were not all even 
sure what their real backlogs really 
were. Said Republic Aviation’s Presi- 
dent Mundy I. Peale in October: “It 
just isn’t possible at this time to ex- 
press a factual backlog figure.” 

Peale’s uncertainty was typical of 
the unchartable flux surrounding 
makers of smaller planes such as 
fighters and interceptors. In the same 
fix was North American Aviation’s 
Dutch Kindelberger, who a year ago 
could boast a $1.3-billion backlog— 
or more than a full year and one 
half worth of sales at the then pre- 
vailing rate. By mid-1957, the Penta- 
gon had cancelled two of Dutch Kin- 
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delberger’s most important projects— 
North American’s F-107 fighter and 
its Navaho intercontinental missile. 
By September, Kindelberger’s back- 
log had been deflated to $581 million, 
its lowest level since 1951. 

Not every planemaker faced that 
kind of deflation. At General Dynam- 
ics, President Frank Pace Jr. also 
reported phenomenal figures for the 
first nine months: sales up 58% to 
$1.1 billion, net profit up a whopping 
54% to $32 million. As elsewhere, 
General Dynamics’ order backlog had 
wasted away, dropping 13% to $1.7 
billion. The big difference, though, 
was that Pace’s defense wares are 
spread over seven widely variegated 
lines (among them: nuclear-powered 
submarines, communications systems, 
missiles, the up-and-coming B-58 
Hustler). And Pace had no less than 
$575 million in new contracts under 
negotiation. 


In Progress, Penury 


Among the bigger aircraft firms, 
the hardest squeezed for profit last 
year was Baltimore’s (Md.) Martin 
Co., a leading missile maker and a 
company entirely dependent upon 
government business. Martin’s 
George M. Bunker had snared im- 
portant contracts for research and 
development work, but such contracts 
are nearly always low-margin ones. 
Thus, while Bunker increased his 
volume a handy 35% to $308 million 
in the first three quarters, Martin’s 
net profit fell 11%, to $6.5 million— 
frail earnings by any standard. Un- 
dismayed, George Bunker is look- 
ing to 1959, when many of his re- 
search projects will shift to more 
profitable production status. 

Purely, military developments were 
not all that pinched planemakers’ 
earnings last year. Boeing’s Bill 
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WHO'S GOT 
THE DOLLAR? 


Conventional aircraft and equipment 
still furnish the industry's bread-and- 
butter. But missiles are claiming a 
larger share of a total military mar- 
ket that is levelling off. Result: a very 
confused game of “who's got the 
Pentagon’s dollar” among top air- 
craft makers. 


Billions of Dollars 





— 
~ Oo © O&O 








(Fiscal years ending June 30) (est) 


Allen, for example, has faced heavy 
write-offs on his Model 707 (long- 
range) and Model 720 (medium- 
range) jet liners, planes intended 
specifically for airline use. Mostly 
because of this, Boeing’s net edged up 
a bare 4.8% in 1957’s first three quar- 
ters despite a 59°% leap in sales. Much 
the same thing occurred at Lock- 
heed, where Chairman Robert L. 
Gross is readying his new Electra 
turboprop for commercial markets. 

This burden might have been just 
as heavy for Douglas Aircraft’s Don- 
ald W. Douglas, the biggest commer- 
cial transport builder of all, but it 
was not. While Douglas’ orders run 
the military gamut, no less than half 
of his $1.9-billion backlog is for com- 
mercial craft. High piston-engine 
billings in recent months did much 
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to offset the expenses of putting to- 
gether the long-range DC-8 jet liner. 
Observed Douglas’ financial vice 
president Frederick E. Hines thank- 
fully: “Profits are very good at this 
point in the DC-6 and DC-7 pro- 
grams, and it is fortunate that they 
are.” 

But later this year, when deliveries 
of Boeing’s Model 707 and Lockheed’s 
Electra begin, Douglas may find itself 
in less happy circumstances. 


Top Dollar 


Perhaps the best way to make top 
profit margins in the aircraft business 
is to avoid making airframes alto- 
gether. Even in 1956, before the 
economy wave threw things out of 
kilter, most of the big planemakers 
were earning little more than 3c net 
profit on the sales dollar. Some did 
worse: Republic, for example, earned 
just 2.1c; Lockheed, just 1.9c. 

All the while, though, the three 
major industry specialists were doing 
far better than that. United Aircraft 
Corp., the U.S.’ largest aircraft engine 
builder, reported nearly 4c on the 
dollar. Bendix Aviation, a dealer in 
aircraft instruments and other com- 
ponents, earned 4.2c. And thoroughly 
diversified Curtiss-Wright, also an 
engine builder, brought in an astro- 
nomical 7.6c net for each dollar 
sales. 

Last year Curtiss-Wright’s margin 
drooped a little (net slipped 6.3° in 
the first nine months while sales 
gained 13.7%), but it was the first 
time in five years that had happened. 
And whether measured by return on 
equity or earnings from plowback, 
Chairman Roy Hurley’s profits stand 
far above the industry’s generally. 
But Hurley had accomplished all this 
not so much in aircraft 
product mix that 
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Bendix Aviation 

Boeing Airplane 
Curtiss-Wright 

Douglas Aircraft 

General Dynamics 
Lockheed Aircraft 

The Martin Co. 

North American Aviation 
Republic Aviation 
United Aircraft 


21.6 
24.9 
21.2 
22.5 
14.1 
17.0 
19.8 
15.9 
20.4 
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other things, ultrasonic testing and 
cleaning equipment, plastic products, 
jet simulators for airline crew train- 
ing, engine governors and fabricated 
metal items. Altogether, Curtiss- 
Wright now gets two thirds of its 
earnings from wider-margin com- 
mercial lines. Says Hurley: “I have 
no fear of the future with the diversi- 
fication we've got.” 


Enter the Missile 


“When the Pentagon says a thing is 
obsolescent,” says Martin Co.’s George 
Bunker, “they mean it works.” In 
that sense, planes are obsolescent and 
missiles are fast becoming so. As 
early as fiscal 1954, when the De- 
fense Department spent $500 million 
to push their development, missiles 
have been a keystone defense item. 
In every succeeding year that outlay 
has grown steadily. In fiscal 1958 
some $2.5 billion will go into missiles 
—more than 26% of total expendi- 
tures for aerial weapons of all types. 

In this scheme of things, the day of 
the jet interceptor is obviously fast 
passing in favor of that of the missile. 
Already the Air Force has awarded a 
$139 million order for quantities of 
Boeing’s Bomarc air defense missile, 
a device that can streak away at 1,400 
mph to destroy an enemy plane 300 
miles distant. Beyond this, military 
planners are now seeking to develop 
an anti-missile missile. As of now, 
the race for contracts seems to be a 
toss-up among 1) the Nike-Zeus, be- 
ing developed by Douglas and Bell 
Laboratories (AT&T); 2) the Wizard, 
a system devised by Convair division 
of General Dynamics and Radio Corp. 
of America, and 3) an unnamed proj- 
ect sponsored by Boeing and General 
Electric Corp. 

Where that leaves such apostles 
of the jet fighter as North American’s 
Kindellberger and Republic’s Peale is 
a good question. Both planemakers 
were especially hard hit last year 
when the Pentagon started wielding 
its economy axe. 

But, unlike Peale, Kindelberger has 
a big stake in missiles through his 
Rocketdyne division, already one of 
ithe nation’s two biggest rocket engine 
builders (the other: Aerojet-General 
division of General Tire & Rubber). 
In his order book are contracts to 
furnish power plants for three of the 
five most important missiles in the 
military workshop. 


Fly Fast, Fly Far 


As essentially a flying bomb, the 
missile is a coming thing. But 
manned bombers will probably prove 
to have a surprisingly long life-span, 
since for strategic purposes, missile 
guidance systems are still rather 
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primitive things. Boeing’s B-52 
Stratofortress, mailed fist of the Air 
Force’s Strategic Air Command, will 
be produced at least through 1959, and 
probably far longer. Its apparent suc- 
cessor, the delta-winged B-58 Hustler 
(built by General Dynamics), which 
combines 1,300 mph with missile- 
carrying capability, may be manu- 
factured as late as 1963. Yet even 
then, unless the missiles come along 
faster than expected, the Air Force 
expects to christen an entirely new 
line of bombers using “exotic” fuels 
produced from boron and lithium 
compounds. 

Thus the key big bomber builders 
are still riding the main track. The 
fate of the engine makers in the 
missile era, however, is less clear. 
Today’s big jet and turboprop power 
plants will give at least some ground 
to rocket engines. But the shape of 
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the jet engine market itself is balloon- 
ing. Not only will there probably be 
a strong call for jet-powered bombers 
for a least a decade, but jet liners will 
come into wide use on the world’s 
commercial airways. Some engineers, 
in fact, believe they can produce jet 
engines which will deliver speeds of 
nearly 3,000 mph, a stepup that would 
obviously improve the jet’s competi- 
tive status. 

Kingpin in this field is mighty 
United Aircraft Corp., which gets 
72% of its volume (through its Pratt 
& Whitney division) from jet engines. 
So successful has Chairman Harold 
M. Horner been with his J-57 and 
J-75 power plants that he has as yet 
shown little interest in rocketry. But 
he faces a fast-coming and formidable 
competitor in General Electric, de- 
signer of the J-79 engine used in the 
B-58 Hustler. In this race Curtiss- 
Wright is far outpaced, a situation 
that has moved Roy Hurley to pro- 
test that “We are now returning to 
the position of having 70% of the 


military 
company.” 


engine capacity in one 


Assignment: Space 

In the scramble for the missile mar- 
ket itself, United, Curtiss-Wright and 
Republic have been left: back in the 
dust. Farther ahead is Malcolm P. 
Ferguson’s Bendix Aviation, a com- 
pany whose diversification ranges as 
widely as Curtiss-Wright’s, and which 
has a relatively big stake in the mak- 
ing of guidance systerns. By and 
large, however, it is Douglas, Martin, 
General Dynamics and Lockheed who 
now hold a commanding lead. 

Douglas (which delivered its 
19,000th missile in November) is 
hard at work on at least nine missile 
projects, serves as prime contractor 
on five, including the Thor, an Air 
Force intermediate range ballistic 
missile (or IRBM). Lockheed, mean- 
while, is developing its own IRBM, 
the Polaris, a solid-fuel missile to be 
launched from a submarine. Lock- 
heed is also prime contractor on 
three other missile projects, all of 
them either in research or early de- 
velopment stage. 

Building the most potent weapon of 
all, the intercontinental ballistic 
missile (or ICBM), are General Dy- 
namics’ Convair division, which got 
started first with its Atlas, and Martin 
Co., which is developing a later and 
more sophisticated version, the Titan. 
Including the ICBM’s, Martin is 
serving as the prime contractor on 
six missiles, General Dynamics on 
five. 


The Troubled Air 

As the aircraft firms juggled their 
operations last year to make the 
most of the flood of missile spending 
to come, they had plenty of unaccus- 
tomed company. For electronics firms 
were going after the missile dollar 
equally ardently. Time was when a 
planemaker could buy a propeller 
here and a control panel there, pocket 
most of the profits for his airframe. 
Today electronics devices, which ac- 
count for as much as 13% of the cost 
of an airplane, make up some 54% of 
the cost of a missile. Thus such elec- 
tronics specialists as General Electric, 
Sperry Rand and American Bosch 
Arma are all deep in missile guidance 
systems, sometimes leave the plane- 
makers only the shell to fabricate. 

To meet such technological chal- 
lenges, aircraft makers will be forced 
to strengthen their all-around capa- 
bilities. “Electronics is a logical cata- 
lyst that can open up other new fields 
for us,” counsels Lockheed’s Robert 
Gross. “We in the air industry must 
get bigger and stronger, not weaker 
and smaller. Better a few strong oaks 
than a forest of saplings.” 
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LEAD & ZINC 





WANTED: A WINDFALL 


Last year the big lead and zinc miners were in plenty 
of trouble. They couldn’t seem to think of anything 
to do about it, however, except to holler for Uncle 
Sam to hand them a nice windfall profit on a platter. 


“Leap and zinc stocks! Don’t touch 
‘em unless you want to speculate on 
the price of non-ferrous metals,” one 
Wall Streeter advises his clients. “As 
for expecting those fellows to work 
out their problems, forget it. They 
just haven’t got the imagination.” 

During most of 1957 the top men of 
the U.S. lead and zinc industry acted 
for all the world as though they were 
trying to prove that their critics on 
Wall Street were correct. Five of the 
six top companies reported sharply 
lower profits in the first nine months 
of the year. United States Smelting 
& Refining’s profits dropped 43% and 
directors cut the dividend to the low- 
est rate since 1953. Big Cerro de 
Pasco reported a 60% decline in net. 
American Smelting & Refining and 
Bunker Hill Co. were both down 
sharply. The one exception, New 
Jersey Zinc, only proved the rule: its 
earnings were up over 1956’s only be- 
cause of a strike which had cut profits 
sharply that year. 

But that was not the most discour- 
aging thing about the industry’s for- 
tunes. What bothered Wall Street 
most was the industry’s almost total 
lack of constructive action. Just about 
the only solution the industry could 
seem to think of was an appeal to 
Uncle Sam for government interven- 
tion to assure them the profits they 
could not make on their own. 

By early fall, troops of top execu- 
tives of the lead and zinc mining 
companies were familiar sights at 
the better Washington hotels. Cried 
Bunker Hill’s John D. Bradley, testi- 
fying before the U.S. Tariff Commis- 
sion in mid-November: “The cause of 
this critical injury to an important 
U.S. industry is the lack of adequate 
protection against foreign imports of 
lead and zinc.” 


Hundreds of Thousands of Short Tons 


What did Bradley and his fellow 
lead-zinc men want? “A degree of 
protection,” proclaimed he, “aimed at 
improving the lead-zinc price struc- 
ture to 17c and 14.5c.” Since the pre- 
vailing price of lead at the time 
Bradley spoke was just 13.8c a pound 
and of zinc just 10.5c, Bradley was 
asking for a price well above the free 
market price which had been set by 
operation of the traditional laws of 
supply and demand. 

Apparently the lead and zinc in- 
dustry had become too accustomed to 
government intervention and indirect 
subsidy to function profitably on its 
own. Conceded St. Joseph Lead’s 
Andrew Fletcher who faced the tariff 
commission the same day that Bradley 
did: “Because of the Government’s 
stockpiling and barter programs .. . 
the St. Joseph Lead Co. has been able 
to sell its production, until recently, 
at satisfactory prices.” The point 
Fletcher wanted to make was this: 
deprived of the indirect subsidies 
disguised as stockpiling, he needed 
new subsidies in the form of higher 
tariffs to operate profitably. Moaned 
New Jersey Zinc’s Ray McCann: “Im- 
porters have flooded the country. 
The whole question is: Does this 
country want a lead or zinc industry 
of its own?” 

What the zinc & leadmen were ob- 
jecting to was the fact that overseas 
mines were shipping their output to 
the U.S. and selling it profitably at 
prices lower than those St. Joe and 
Bunker Hill would like to charge. 
With higher tariff rates, they rea- 
soned, foreign producers would have 
to raise their prices to allow for the 
higher duty. Under the cover of that 
increase, the U.S. mines could raise 
their prices to the U.S. consumer the 
same amount. Users of the metal, in 
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LEAD, ZINC & TEARS The troubles of lead and zinc producers can be 
summed up in one word: overproduction. When rising production hits falling demand, as in 
1949, 1952 and 1957, then things really get bad. 
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short, would be forced to pay more 
than the free market price to give the 
industry a higher profit rate 


Blind Alley 


Was there no other way out of the 
blind alley into which almost an en- 
tire industry has blundered? A blind 
alley where New Jersey Zinc, the 
largest U.S. domestic zinc producer, 
was able to earn just 2.5% on its 
stockholders’ equity in 1956. Or 
where a leading producer of lead, 
zinc, silver and gold, U.S. Smelting 
& Refining, has seen its per share 
profits drop from $4.50 a share in 
1956 to a probable deficit last year? 
There was indeed, as Joseph A. Mar- 
tino’s topnotch National Lead Co 
learned as long as 50 years ago 

National Lead rid itself completely 
of lead smelting operations in the 
early 1900s after suffering from the 
same up-and-down profit cycle now 
plaguing less astute companies. In the 
1930s, it sold the majority of its lead 
mines. It remained in lead fabricating 
however, finding the metal fabricating 
business to be relatively uncyclical 
and more profitable. The decision was 
not only a display of imagination, it 
was indicative of a healthy sense of 
survival on management's part 

The move never made more sense 
than it has in recent months. While 
the lead and zinc men struggled along 
on the margins of prosperity, Na- 
tional’s Martino has found nothing but 
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Bunker Hill Co. 


13.1¢ 7.8¢ 
8.9 
6.5 
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26.3 
27.8 17.0 
2.5 : NA 
14,2 , 14.6 
4.1 12.1 


*Decrease in net per share. 


U. S. Smelting 
NA: not available. 


booming prosperity. National’s sales 
during the past five years have climbed 
by no less than 48%. Even better, his 
diversified line enabled him to side- 
step the 1949 and 1953 recessions that 
wreaked havoc among smelters and 
refiners alike. U.S. Smelting, for ex- 
ample, saw pretax net drop from $4.5 
million to a deficit of $830,000 in 1953. 

Now almost exclusively a_ lead 
buyer, National Lead was proving its 
buoyancy again last year, even with 
adjustments rolling through the econ- 
omy. While the lead men were crying 
“uncle,” National’s Martino was keep- 
ing his business booming by passing 
along to the customers part of the 
money he was saving on low lead 
prices. 

National’s volume dropped 2.4%, to 
$417 million, over the first nine months 
of last year, but its profits rose 2.9%, 
to $42.7 million. At a time when many 
other companies were earning fewer 
profit dollars on more sales dollars, 
Martino was bringing 10.2c of every 
sales dollar down to profits, vs. 9.7c 
during the same period of 1956. 

If the lead miners needed any more 
incentive, they had only to look at the 
difference between the profits Mar- 
tino was earning on his stockholders’ 
equity and their own. True, the com- 
parison is a cruel one: Martino is 
concerned with producing things from 
lead, not with mining it, and he makes 
paint, chemicals and titanium besides. 
Yet there is no arguing with the fact 
that Martino was able to earn 27.8% 
on stockholders’ equity during 1956, 
almost as much in 1957. The miners? 
St. Joseph Lead earned 14% on its 
investment in 1956, and American 
Smelting 13%. Bunker Hill muddled 
along with 8.9%. The rest: Cerro de 
Pasco, 6.5%; U.S. Smelting, 49%; New 
Jersey Zinc, 2.5%. 


The Wrong Horse? 
Obviously not everybody could fol- 
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14.9 (133.4) 
67.2 88.4 
3.1 {100.0} 
27.0 {100.0} 
16.5 177.4 


58.3% 
74.3 
33.7 
67.5 
75.7 
79.5 
88.0 


low in National Lead’s footsteps. That 
takes management dexterity of a high 
order. But it can be asked—and fre- 
quently is on Wall Street—whether it 
has made sense for most of these min- 
ing companies to go stubbornly on 
without asking themselves the very 
basic question: “Could my stockhold- 
ers’ money not be used to better ady 
vantage some other way?” 

In 1951, for example, St. Joseph 
Lead had cash balances of $38.5 mil- 
lion, or nearly $14 a share. New Jersey 
Zinc had $48 million, or $24 a share. 
Giant American Smelting & Refining 
had a whopping $103 million, or $18 
a share. Since then all three compa- 
nies have run their cash balances 
down considerably. Much of the 
money has gone into capital improve- 
ments to mines and smelters. St. 
Joseph Lead, for example, has spent 
close to $20 million on capital im- 
provements, New Jersey Zinc and 
Cerro de Pasco a staggering $55 mil- 
lion. Yet all this spending has added 
up to exactly nothing so far as profits 
are concerned. All will report consid- 
erably lower earnings per share in 
1957 than they did in 1951. 

Lead and zinc men can, and often 
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do, argue that the spending was neces- 
sary to keep them from sliding even 
further. True, perhaps. But the fact 
remains that stockholders might well 
have benefited more had the man- 
agements used more of this money to 
get into other fields. Where they 
lacked sufficient resources for branch- 
ing out, then mergers or sell-outs 
might have been answers worth con- 
sidering. 

There have, of course, been efforts 
at diversification. New Jersey Zinc 
is in titanium dioxide pigments in 
competition with du Pont and National 
Lead. It has also invested in outside 
mining ventures. Cerro de Pasco has 
purchased a fair-sized U.S. copper 
fabricator and an aluminum-fabricat- 
ing plant. U.S. Smelting has gone into 
oil. American Smelting has a tempt- 
ing portfolio of investments in such 
outside companies as Cerro de Pasco, 
Kennecott Copper, Revere Copper & 
Brass. 


Glut Upon Glut 


But by and large, the industry’s 
diversification revolved around the 
highly cyclical lead and zinc business. 
Bunker Hill, for example, though its 
earnings were off by 52% last year, 
was putting more money into new 
mines and smelters—the same type 
of facilities, of course, which Nation- 
al Lead had largely sold off many 
years before. 

American Smelting’s Chairman Ken- 
neth C. Brownell has spent heavily to 
move from smelting and refining into 
mining. American, already a_ big 
smelter of copper, has invested heav- 
ily in the Southern Peru Copper Corp. 
Brownell will also open an asbestos 
mine in Canada next year, but Wall 
Streeters feel the current outlook for 
asbestos is not much brighter than 
lead and zinc, because of the drop in 
housing starts. 

New Jersey Zinc’s President R. L. 
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McCann has invested $40 million in 
titanium and uranium. St. Joseph 
Lead’s President “Drew” Fletcher 
has not been able to tear himself even 
that far away from his original busi- 
ness. Fletcher’s solution to his prob- 
lems—aside from opening a new iron 
mine in Missouri—has been to invest 
in a Canadian project to loose still 
more lead and zinc on a world already 
glutted with it. 

In these ways, the managements 
have certainly been trying. But the 
proof of the pudding is in the eating. 
The fact remains that, on balance, all 
this spending has been unable to hold 
profits steady in the industry, let 
alone raise them. 

The use to which some of these 
mining companies have put their 
extra cash has shocked money-minded 
Wall Streeters. Rather than cut pro- 
duction when prices dropped—in an 
effort to lighten pressure on prices— 
the big miners have tended to raise 
output in recent years. Needless to 
say, not all of the increased output 
has been salable. Result: some un- 
comfortably hefty increases in inven- 
tories. Cerro de Pasco’s stocks-on- 
hand doubled in value between 1951 
and 1957. So did St. Joseph Lead’s 
and Bunker Hill’s. Far from using 
their cash to increase earnings, these 
miners were using it as a crutch to 
avoid having to take any long-term 
steps to solve their problems. 


There is, however, one thing the 
mining men have been able to think of 


to do with their money. As an in- 
dustry, the mining men have probably 
paid out as high a percentage of earn- 
ings in dividends as any other com- 
parable group in American business. 
Thus U.S. Smelting, with its earnings 
sinking, has paid out an average of 
88% of its profits to stockholders over 
the past five years. St. Joseph Lead 
has been close on its heels, with an 
80% payout. 


The Peruvian Maverick 


One company has done more than 
most to work its way out from under. 
This is Cerro de Pasco, most of whose 
earnings come from mines in Peru. 
Because of this, President Robert 
Koenig’s rivals tend to dismiss his 
anti-tariff arguments as the purest 
kind of self-seeking. This, however, 
does not change the fact that Koenig 
seems to make a good deal of sense 
when he talks about the industry’s 
problems. “The boys in the lead and 
zinc business,” says he, “are a bunch 
of cry babies. Anyone who doesn’t 
know he’s in an up-and-down busi- 
ness shouldn’t be in it.” 

Certainly few men have worked 
harder to iron out the dips than ex- 
coalman Koenig, who became presi- 
dent of Cerro de Pasco just seven 
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FLARING RETORTS IN A ZINC SMELTER 


The investors were badly burned. 


years ago. Since then, Koenig has 
plowed back 66.3% of the profits, and 
bought up three independent compa- 
nies to give Cerro a stake in copper 
and aluminum refining and fabricat- 
ing. In this way, Koenig not only ob- 
tained a more stable source of earn- 
ings than mining normally provides, 
he also provided captive markets for 
part of his Peruvian mining produc- 
tion. 

Yet a stockholder might well ask 
even of Cerro de Pasco: just what has 
Koenig achieved? Over the first nine 
months of last year, sales slipped 
18%, to $82.8 million, from the same 
period of 1956. In the same period, 
profits were off more sharply, by 62% 
(to $4.45 million). 

As the year ended, however, Koe- 
nig was acting more than ever like a 
man who was determined to do some- 
thing constructive about the troubles 
of the non-ferrous metals. Koenig an- 
nounced in mid-December that he 
was reducing production of copper, 
which accounts for some 25% of the 
output of his big mines high in the 
Andes mountains. “The company’s 
decision to cut back its copper out- 
put,” explained he, “was undertaken 


THE MARKET’S JUDGMENT 


How much are investors 
willing to pay for $1 worth 
of the company’s* .. . 





American Smelting $0.37 
Bunker Hill 0.32 
Cerro de Pasco 1.83 
National Lead 2.04 
New Jersey Zinc NA 
St. Joseph Lead 0.57 
U.S. Smelting 0.36 


with the full realization that the move 
will not materially affect the world 
copper market.” Nevertheless, there 
was no doubt that if enough copper- 
men were to follow Koenig's lead, the 
depressed price of copper might well 
stir out of its depression. 


The Stockpile that Boomeranged 


So at least Koenig was not count- 
ing on Uncle Sam to bail him out. 
His action was an example of the kind 
of wisdom that the lead and zinc 
industry so badly needs. “Shut mines 
can be opened,” argues he. “There 
are books on how to open them so 
they can be opened. These guys who 
say they can’t cut back production be- 
cause they can’t ever reopen the 
mines are talking through their hats.” 
Certainly lead & zinc men’s previous 
dependence on government interven- 
tion has not helped them over the 
long run. In fact, it has boomer- 
anged. Stockpiling created an artifi- 
cial demand that encouraged the min- 
ing companies to expand more and 
more in recent years. 

Thus, stockpiling is at least partly 
to blame for making the oversupply of 
lead and zinc ore a problem to be 
reckoned with. It probably would 
take more than a year for the nation’s 
lead and zinc purchasers just to sop 
up the enormous inventories the metal 
companies have already backed up 

Vice President Alfred Drewes of 
National Lead, one company to work 
its way out, has summed up the situa- 
tion very well. “There might be some- 
thing good coming out of the industry's 
troubles,” says he. “If the price of 
lead stays down, it might do even the 
lead people some good. They might 
over a long range span, win back some 
of the markets they 
artificial prices.” 


lost with thei: 





CORPORATE PLURALISTS 





MANY EGGS, MANY BASKETS 


Cross-pollination in the corporate hothouse has 
produced some exotic, multifloriate mammoths 


whose business is everybody's business. 


But 


the principle of diversification is a good deal 


more simple 
Back in 1945, the late Lawrence 
Ottinger, founder-president of U.S. 
Plywood Corp., predicted a new era— 
and not without misgivings. Fast 
emerging on the scene, he noted, was 
a corps of crossbreed companies whose 
business was everybody’s business. 
Articulated in every permutation of 
conceivable combinations of ventures, 
their interests, far from sticking to 
one straight industrial channel, cut 
right and left across the whole indus- 
trial scene. They were the corporate 
pluralists, companies with no one 
business but a lovely foot extended 
into many. 

For Ottinger, the advent of the cor- 
porate polyglot was no welcome sight. 
The logical result, as he envisioned it, 
was a clutch of potent polymaths well- 
equipped to steal 200 million cus- 
tomers from one another although 
there were only 135 million to steal. 


Jacks of All Traces 
As the decade now past well testi- 
fies, Ottinger’s vision of a basic trend 
in U.S. industry was remarkably clear, 
although his fear of the consequences 
has not been equally well documented. 


50 


than its 


triumphant practice. 
If there was one word blazoned across 
the corporate heavens in the postwar 
years, it was “diversification.” And 
it was not merely an ideal: it was 
working practice. Between 1951 and 
1954 alone, there were more than 
2,000 mergers or acquisitions by U.S. 
companies, and probably even more 
took place in that great booming bi- 
ennium, 1955 and 1956. 

The locale was everywhere. If oil 
THE MARKET'S JUDGMENT 
much are investors 


How 
willing to pay for $1 worth 
company’s* ... | 





Avco loss $0.75 
Allis-Chalmers $10.74 0.75 
Borg-Warner 7.73 1.00 
General Electric 24.85 4.50 
Gen. Tire & Rubber 12.39 1.61 
int. Tel. & Tel. 7.21 0.55 
RCA 10.98 2.24 
Sperr Rand 10.78 1.62 
Thompson 11.36 1.63 
Westinghouse 600.00 1.40 


companies were making like chemical 
companies, railroads were making like 
truckers, rubber companies were 
launching into chemicals and movie- 
making (and chemical producers into 
rubber). Meat packers were making 
soap, soap companies were processing 
grains, shipbuilders were buying metal 
fabricators, steel companies were 
making plastic pipe, and everybody 
was launching out into atomic energy. 

Industry’s banners were, in short, 
blazoned with a strange device, and 
the symbol was the nuptial knot. The 
theory was simple and straight for- 
ward. A company that could do one 
thing well could do many things well. 
Good management and strong finan- 
cial resources were an interchange- 
able commodity. Moreover, with the 
economy booming, many a smaller 
company had a potential that far 
outran its financial resources. Many 
were on the bargain counter, strapped 
for cash to expand. Overnight, many 
a once singleminded corporation de- 
veloped into a Jack of All Trades. 


The Compound Equation 


The attraction for the buyers was 
reinforced in another way. As the 
U.S.’ rolling prosperity underscored, 
every specialized activity has its ups— 
and its downs. The simple solution: 
diversification, calculated to offset 
bump with boom, liability with asset. 
Success was a compound equation. 

If a model were needed, there was 
a brilliant one ready at hand. In its 
long and admirable career, big poly- 
mathic General Electric has made a 
brilliant career of pluralism, scored a 
success at nearly every venture it 
turned its corporate hand to. Since its 
self-assigned ‘province is everything 
electrical, that covered an immense 
amount of territory. One way or an- 
other, nearly every element of the 
U.S. economy is governed or illumi- 
nated, measured or activated by elec- 
tricity. 

But as the range of the ten corporate 
pluralists here surveyed by Forses 
quickly suggests, there is one other 
element in the compound equation of 
success besides diversity: good man- 
agement. And it is not so simply 
acquired as a new division. General 
Electric is not merely one of the most 
diversified of all U.S. companies; it is 
also among, if not the, best managed 
ones. 


Geometric Progressions 

Managing one business well is a 
hard enough task; succeeding in sev- 
eral is an infinitely harder one. For 
as would-be corporate pluralists are 
rapidly discovering, the merger proc- 
ess is an arithmetic additive one, but 
the difficulties of handling multiple 
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ventures tend to grow by a geometri- 
cal progression. There is, it now 
seems, a good deal of lively wisdom in 
the old phrase “Jack of all trades, 
master of none,” and in the old injunc- 
tion “Shoemaker, stick to your last.” 
As General Electric’s example shows, 
solid success is the springboard to 
new opportunity. But as the recent 
careers of such voracious offspring of 
merger as Penn-Texas Corp. and 
Merritt, Chapman & Scott equally 
demonstrate, the amalgam of weak- 
nesses is weakness compounded. 

Why then have the corporate plural- 
ists gone their hazardous way? In 
some cases, the answer is simply 
Topsy’s naturalism: they just grew. 
For companies like General Electric 
or Westinghouse, working within a 
carefully delineated context, every- 
thing electrical, one thing simply led 
to another. The same is largely true 
of one of their offspring, cut adrift 
in the early 1930s—Radio Corporation 
of America. From the very beginning, 
its chosen domain was radio com- 
munications, a province that naturally 
verged out into radio and television 
equipment, broadcasting, electronic 
tubes (and by an accident of birth, 
phonograph records). 

By and large, these are the most 
successful of the corporate pluralists. 
Although, as the latter day ills of 
Westinghouse make plain, corporate 
naturalism can also have its bad mo- 
ments. And one hallmark of their 
success is that these companies rarely 
—if ever—have acquired their new 
businesses by merger; instead they 
developed by a sort of corporate par- 
thogenesis. 


No Specific for Trouble 


Most other corporate pluralists grew 
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THOMPSON’S CRAWFORD 
Fortune smiled. 


by another means: acquisitions, and 
with another aim: the safety of diver- 
sified stability. Sperry Corp., for 
example, saw virtually all its orders 
for precision control systems coming 
from one big customer, the Govern- 
ment. A merger with Remington 
Rand, most of whose business was 
commercial accounting systems and 
computers, seemed a made to order 
solution. Allis-Chalmers did not have 
to reach abroad for the stabilizing 
variety it wanted. Much in the fash- 
ion of GE and Westinghouse, its farm 
equipment interests led naturally into 
construction equipment, and its own 
capabilities made it a logical con- 
tender in the heavy generating equip- 
ment competition, in which it vies 
with both electrical companies. 

Yet as Allis-Chalmers’ own career 


in recent years makes clear, diversi- 
fication is no sure specific for trouble. 
When the farm equipment market 
sagged, the utility goods market was 
also temporarily degenerating 
a profitless competitive merry-go- 
round, and the smaller construction 
equipment business only partly re- 
dressed the balance. Thus in boom 
1955 and 1956 Allis-Chalmers was a 
conspicuous laggard. As President 
Robert S. Stevenson remarked when 
he took over the job in 1955: “We are 
caught in a cost squeeze right across 
the board in all the fields we serve: 
the farm, electrical equipment, con- 
struction.” 

Stevenson’s problems are matched 
by those of Westinghouse Chairman 
Gwilym Price, for whom every pass- 
ing ill of consumer and utility mar- 
kets concentrated in bitter 
moment when it was magnified by 
another: a monumental labor dispute. 
As businessmen, Westinghouse’s brass 
have a monument to their capacity in 
the huge company itself; but for once, 
an unflexible labor policy had a 
dollar and cents comeuppance 

The obvious moral is that no mat- 
ter in how many baskets corporate 
eggs are placed, they are still subject 
to cracking in each, and sometimes it 
all happens at once. Among the plu- 
ralists, as among businessmen every- 
where, there is no magic specific for 
trouble. 


into 


one 


Beyond Businessmen’s Risks 


But these are normal businessmen’s 
risks. Something quite different is 
pillar-to-post pluralism, the corpor- 
ate eclecticism that adds unlike to 
unlike as a refuge from trouble. For 
it seldom works. 

Two companies for which it 


did, 
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Allis-Chalmers 

Avco 

Borg-Warner 

General Electric 
General Tire 
international Tel. & Tel. 
RCA 

Sperry Rand 

Thompson Products ‘ 
Westinghouse 0.2 9.3 


3.5¢ 16.3% 

—13.6 
61.1 
37.2 
71.0 
22.2 
92.1 
NA* 
75.2 
11.8 


[458.4%] 
(98. 2) 
52.1 
96.9 
73.8 
90.6 
107.1 
68.9 
91.7 

(103.1) 


1,208.3 
49.1 
68.4 
35.0 
35.3 
47.2 
37.8 
28.9 
65.2 


61.2% 
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NA*: not available. Three year equity growth since merger, 37.3%. Figures in brackets show rate at which net per share declines compared with total net 
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within limits, are Borg-Warner and 
Thompson Products. Both were pri- 
marily auto parts suppliers, with a 
reserved seat on the Detroit roller- 
coaster. Both wanted independence. 

For Borg-Warner’s Chairman Roy 
C. Ingersoll, the road to security leads 
along many a byway, from tractors 
to construction materials, plumbing 
goods to appliances, oil drilling equip- 
ment and aircraft parts. But it has 
not been an entirely smooth one. In 
the process, Borg-Warner acquired a 
substantial stake in white goods 
through its Norge division. But ever 
since 1955, white goods have been no 
great avenue to profit. Borg-Warner 
is also deeply involved in building 
materials, another soft item. 

Despite such waterings down of the 
diversification theory in hard prac- 
tice, however, Borg-Warner is obvi- 
ously the long run gainer by its 
pluralism. Ford Motor Co., long a 
mainstay of the company’s auto parts 
business, has gone on record that it 
will not renew its contract with Borg- 
Warner to build automatic transmis- 
sions after the 1958 car run. Obvious- 
ly, that would have been catastrophic 
news to Ingersoll when his company 
was geared more precisely with De- 
troit’s wants; now it is just a normal 
business event. 

In its hegira from Detroit, Frede- 
rick Crawford’s Thompson Products 
has pursued a somewhat different 
path. Instead of many alternate bas- 
kets outside of the Detroit auto parts 
nest, :t chose only one main new role: 
aircraft parts. Today 67% of its 
revenues come from that source. In 
this way it straddles two major in- 
dustries, autos and aircraft, a stance 
that Crawford hopes will negotiate 
the momentary vulnerabilities in 
each. In the process, Crawford has 
concentrated on the replacement parts 
market for his auto gear, always a 
more stable area than original equip-- 
ment. He has also gotten an inex- 
pensive foothold across the threshold 
of the missile age by bankrolling 
Ramo-Woodridge Co., technical direc- 
tor of the Air Force’s ballistic missile 
program, 49% of its stock. 


The Open Door 


There is another basic cause of 
corporate pluralism: the challenge of 
an open door beyond which is a great 
growth vista. Basically that is the 
appeal for General Tire’s William 
O’Neil, who has used the profits of 
his stable tire business (now only 
roughly one third of sales) to bank- 
roll ventures far afield. 

In a thoroughly respectable sense of 
the word, O’Neil is an opportunist, 
ready to follow wherever promise 
beckons. It has carried him a long 
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way, to an interest in _ plastics, 
wrought iron, radio and television, 
rocket components and missiles. Not 
all of them have been successful by 
far. But one such venture, General 
Tire’s 87% ownership of Aerojet- 
General, may easily redeem the 
others. Accounting for more than 
one third of General Tire’s sales, 
Aerojet-General holds first rank in 
missile rocket engines, is a leader in 
missile fuels. 

Whether natural or contrived, cor- 
porate pluralism is a concomitant of 
the growth urge. And indeed, many 
of the pluralists here surveyed are 
strikingly growth companies. Over 


the last five years, RCA has expanded 
its investors’ equity 92.1%, Thompson 
Products 75.2%, General Tire 71%, 
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Thompson Products and IT&T are 
E the only two sprawling conglomer- 

ates to hold or better profit margins 
| over a five-year sweep. The others 

are taking the same road as General 
Electric. 
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Borg-Warner 61.1%. By comparison, 
General Electric has moved far more 
slowly; its stockholders’ equity has 
burgeoned ferth only 37.2%. Yet 
such comparisons are valid only when 
taken in context with GE’s massive 
size at the outset of the period, and 
its extraordinary initial prosperity. 
No other pluralist in the list has 
matched GE’s regular payout of 
profits, which have averaged 68.4% 
of earnings over the period. By con- 
trast, RCA has doled out only 47.2% 
of earnings, Sperry Rand 37.8%, 
Thompson Products only 28.9%. Says 
Thompson’s Fred Crawford, who 
places a great premium on seed cash; 
“God knows why [stockholders] 
leave their money with us so long, 
with the little we pay them.” 


A Multiplicity of Troubles 


Whatever the virtues of corporate 
pluralism, it can sometimes mean lit- 
tle more than a plurality of troubles. 
For there are in the world of hybrid 
corporations not a few which have 


pursued success by frequent changes 
of coloration to suit the times. Some- 
times it works; sometimes it doesn’t. 
One for which it has not—at least to 
date—is Victor Emanuel’s Avco 
Manufacturing Co., a polychromatic 
chameleon if there ever was one. 

Through the war, Avco was a name 
to reckon with; lively sales produced 
equally lively profits. But after 
the war Victor Emanuel thought ill 
of the prospects for defense produc- 
ers, one by one sold off Consolidated 
Vultee, New York Shipbuilding, 
American Propeller, and Republic 
and Northern Aircraft Products. 
From there he moved into consumer 
goods, his big items being Crosley and 
Bendix white goods. 

The upshot was that both Consoli- 
dated Vultee and New York Ship- 
building made fortunes for their sub- 
sequent corporate owners. Crosley 
and Bendix, however, ran _ into 
trouble in the white goods recession 
that began in 1953. Finally, with 
Avco’s net income down from $11 
million in 1952 to a spectacular $16- 
million deficit in 1956, Victor Eman- 
uel revised his notions again, dumped 
much of his consumer business, and 
went after defense work again. His 
corporate polyglot already had a foot- 
hold in aircraft through its Lycom- 
ing Engine Division, and Emanuel 
had also launched out into atomic 
energy work. But his New Idea farm 
equipment business was still a casual- 


‘ty of the farm equipment recession 


which had hit even its better situated 
rivals with no small force. 

Last year, finally, Avco got back 
thinly into the black. But Wall Street 
was still remembering better days, 
and not overlooking the fact that the 
profits Emanuel did show were tax- 
free—offset by earlier losses. There 
was still a wide body of opinion that 
Avco had still to show that it could 
make money in a civilian economy. 


Switchboard Complex 


A somewhat similar fate, but in far 
lesser degree, has afflicted big Inter- 
national Telephone & Telegraph in 
its pluralistic ventures. In an effort 
to get a domestic stake to offset its 
vulnerable communications opera- 
tions abroad, IT&T ventured forth 
also into consumer goods, and like 
Aveo got its fingers burned. Its Cool- 
erator refrigerator operations proved 
a costly dud, and so did its Capehart- 
Farnsworth essay. 

Yet both were merely temporary 
setbacks. More recently IT&T has 
stuck carefully to ventures allied to 
its basic skills in communications 
equipment, fared well. Today a good 
25% of its revenues derive from 
domestic operations. 
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FOOD PROCESSORS 





BACK ON WALL STREET’S MENU 


When the economic feast is spread, that old invest- 
ment staple, the food companies, tempts few palates. 
But when the nation pulls in its economic belt, as it is 
doing now, they offer a much more welcome diet. 


SLENDERELLA notwithstanding, the U.S. 
consumer last year was eating as if 
there were no tomorrow. As 1957 
drew to its festive end, he had gobbled 
down $75-billion worth of food, a $4- 
billion jump over 1956, and prospects 
were that he would spend still another 
$4 billion in 1958. Though 25c out of 
every dollar of disposable income 
went for food (a figure that remains 
remarkably constant year by year), 
U.S. per capita consumption of food 
edged up from $424 in 1956 to $440, 
will likely hit $488 this year. 

But for the producers, processors 
and packers of food, the grocery gravy 
boat has been remarkably empty for 
years. Everything from production 
and prices to the average salaried 
worker’s family food bill ($1,004 vs. 
1956’s $976) was up—but not profits. 
The reasons: a strapping wage bill 
(23% higher than in 1948), the soaring 
costs of selling and distribution (rail 
freight rates up almost 100% since 
1946). Where grocery manufacturing 
net profits had hit 4.9% in 1948, last 
year they dribbled down to 2.6c of the 
sales dollar, even poorer than 1956’s 
lean diet of 2.9c. 

Yet in an industry whose sales are 
huge, a moderate profit margin may 
be a solid blessing. The trouble was 
that in 1957, in the face of fattening 
sales, good company margins were 
feeling the pinch. 

Nowhere in the food industry was 
this sweating down more apparent 
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than among the undernourished 
meatpackers. Though meat is the 
second-biggest item in the nation’s 
supermarkets (22.6c out of every food 
dollar vs. 46.7c for groceries) and is 
the third most profitable item for the 
stores (21.3% gross profit vs. 30.8% 
for produce, 20.9% for frozen foods), 
there is precious Jittle fat left over 
for the firms that dress, pack and 
process it. 

In the meatpackers’ fiscal year 
(which traditionally ends October 31, 
when inventories are at their seasonal 
lows), all three meat firms on Forses’ 
roster of big food companies saw their 
profits skid. At Swift & Co., the world’s 
biggest meatpacker, net income dipped 
almost $500,000 below the fiscal 1956 
level. For second-seeded Armour & 
Co., fiscal 1957 brought a whopping 
78%, $10-million decline in earnings, 
while at third-ranking Wilson & Co. 
net was off almost $1.4 million. Mirror- 
ing the entire food industry, Swift's 
and Wilson’s profits were moving 
down at a time when sales were going 
up. 

One prime example was Porter 
Jarvis’ industry-leading Swift & Co., 
which Wall Street has traditionally 
regarded as the most solid packer in 
the business. Though its sales were 
up by about $100 million over fiscal 
1956’s $2.4 billion, net income dropped 
below $14 million net of the year be- 
fore, and the meager earnings meant 
slicing the dividend 


extra to 25c. 


Too Much Bone 


Says Swift President Porter Jarvis: 
“We'll never have margins like Gen- 
eral Motors’.” True enough, out of 
every dollar they have rung up in 
sales over the past five years, Swift 
and Wilson have eked out only 2c in 
operating profits and Armour less 
than that, worst showing of all the 
major food companies (best: Camp- 
bell Soup’s 16c). 

But a profit margin is only the raw 
material of fiscal success; the finished 
product is return on invested equity. 
Last year on each dollar of their com- 
mon stockholders’ equity, the meat- 
men produced only the leanest re- 
turns. Swift, with 3.7%, made the 
poorest showing of all, Armour a 
slightly better 6.8% and Wilson an 
improved 9.5%. But against Gen- 
eral Foods’ handsome 16.6% the big 
butchers’ bony returns looked thin 
indeed. 

Laboring to fatten up their earn- 
ings, the packers have tried every 
trick in the slaughterhouse. In the 
past ten years, Swift has plowed $300 
million into plant expansion and mod- 
ernization. On its main Chicago plant 
alone, Armour has spent $10 million, 
is well along on a program to concen- 
trate meat production at its more 
profitable plants. As for Judge James 
Cooney’s Wilson, an intensive cam- 
paign to go after costs with a meat 
ax is beginning to pay off. Item: by the 
end of Wilson’s fiscal half (April), 
only one small packing plant failed to 
operate in the black. 

In one respect, at least, Wilson 
(which is happy to take the fat of its 
sporting goods business along with 
the lean of its meat) has been offer- 
ing welcome sustenance to stock- 
holders. Though its 21.6% dividend 
payout over the past five years looks 
ascetic compared with rival Swift's 
66.4% (Armour has paid nothing), 
Swift has ground out only 5c in profits 
for every dollar plowed back into its 
business, while Wilson’s dollars have 
each produced 23c in new profits 
Wilson’s return on plowback may not 
challenge General Foods’ handsome 
27.7%, but it is fat enough to top every 
other major food firm (runner-up 
California Packing’s 19.3%) 

Soup & Crackers 


There was something about Camp- 
bell, as well as about National Biscuit 
Co., that, in hard-money 1957, made 
soup & crackers far more appealing to 
investors than a steady diet of meat 
Campbell and Nabisco (except for a 
trifling $1-million bank loan) are the 
only big food companies free of debt 
(Armour’s $170-million debt, biggest 
in the industry, is one of its majo 
millstones). 

“Our growth,” says Campbell Presi- 
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dent William Beverly (“Bev”) Mur- 
phy, “may not be spectacular, but it 
is steady.” True enough, while stock- 
holders’ equity in the Nation’s No. One 
soupmaker has grown 47.2% since 
1951, faster than any other food firm 
(second-best: General Foods’ 46.1% 
equity growth), Campbell’s ability to 
pour profits out of its Capital kettle 
has been more steady than spectacu- 
lar. Its return on invested equity is a 
respectable 12.3%, not up to Gen- 
eral Foods’ industry-topping 16.6% 
showing, National Dairy’s 13.2% or 
Ralston Purina’s 12.6%, but almost 
identical with Nabisco’s 12.3%. 

Last year, while ladling out three 
completely new soups (turkey noodle, 
minestrone, chicken vegetable), Mur- 
phy was also cutting Campbell loose 
from its large, but not particularly 
profitable, turkey business, and trying 
to streamline the burdensome C. H. 
Swanson & Sons division (which 
Campbell not too wisely picked up in 
1955) by liquidatiny or merging its 
subsidiaries. But well-heeled Camp- 
bell barely showed the strain: its cur- 
rent ratio (current assets to current 
liabilities) stood at 3.8/1, the most 
comfortable .(along with Ralston Pu- 
rina’s) in the industry and down- 


right carefree compared with Swift’s 
2.2/1 and California Packing’s 2.4/1. 
Campbell’s other rival in return on 
capital, Nabisco, is not nearly so well- 
fixed, its current ratio is only 2.1/1. 


One reason is that Nabisco’s George 
Henry Coppers has been spending 
lavishly to modernize his once labor- 
costly bakeries. Explains Coppers: 
“Pyramiding sales alone bring no 
benefit to stockholders.” So Coppers 
has concentrated on costs, in 11 years 
has spent $170 million largely to re- 
place 14 old plants with new-fangled, 
semi-automated bakeries. But he was 
long hard put to convince sharehold- 
ers that it was all worthwhile. At 
1953’s annual meeting, grumbling in- 
vestors made things so hot for Presi- 
dent Coppers that he did not get 
around to his “opening remarks” until 
two hours after the meeting began. 

By last year, however, Coppers had 
at least some crumbs of comfort to toss 
his stockhol:.ers: peak sales of some 
$425 million (vp about $15 million 
over 1956) and net “a little better” 
than $3.15 a share (vs. 1956’s $2.90). 

Yet it is symptomatic of Nabisco’s 
long-winded spending and _ building 
program that, but for the three lagging 
meatpackers and Ralston Purina, its 
rate of equity growth (18.8%) is the 
lowest of all the foodmakers. Penciling 
in only $7 million to $10 million in ad- 
ditional capital expenditures for this 
year (compared with $20 million in 
1957), Nabisco’s Coppers gratefully 
sighs: “I’m glad the bulk of our capi- 
tal spending is behind us.” 
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Two of a Kind 


Whether they produced soup or 
crackers, snap beans or coffee, how- 
ever, no one word rang louder in 
1957’s food industry than “research,” 
a euphemism which meant dollars 
spent in the kitchen to bring new 
products off the line. In this, as in 
most every measure of managerial 
proficiency, Charles Mortimer’s Gen- 
eral Foods proved a pacesetter. 

Plowing $8.1 million into research 
in fiscal 1956 (and with new postwar 
foods contributing 31% of that year’s 
$931 million in sales), Mortimer went 
on to build the General Foods Re- 
search Center at Tarrytown, N.Y. last 
summer, biggest, best equipped food 
lab in the nation. Nor was the value 
of experimenting lost upon that other 
widely diversified food giant, Jack 
Mitchell’s Standard Brands. One fac- 
tor looming large in Standard’s $59- 
million purchase of Clinton Foods in 
1955 was Clinton’s topnotch corn pro- 
cessing research department. Reason: 
Standard Brands is a big consumer of 
corn, whose products are traditionally 
more stable and profitable than 
Standard’s other brands of foods. 

Standard Brands, in fact, owes 
much to Clinton. At the close of 1957, 
Siandard was a good bet to hit an all- 
time high of $495 million in sales, net 
$3.55 a share, and Clinton’s contribu- 
tion was reportedly 10% of the sales, 
almost 30% of the profits. But Gen- 
eral Foods, which seemed certain to 
crack the billion-dollar sales club, 
needed no such crutch. 

Still, it might have been a better 
year for both companies. The hitch 
was a bad case of coffee nerves 
brought on by a bumper bean crop in 
Brazii and rough competition from 
lesser grade African coffees, which 
sent retail prices tumbling some l6c a 
lb. from 1956’s scandalous levels. The 
resulting lower prices may have been 
a boom to the coffee-klatching con- 
sumer, but inventory writedowns 
were the bane of the big roasters, 


CAMPBELL’S MURPHY 


Steady as he goes. 


Standard Brands (Chase & Sanborn) 
and} especially General Foods, whose 
Maxwell House brings in 40% of sales. 

But though they share a case of 
coffee nerves, General Foods’ Morti- 
mer and Standard’s Mitchell do not 
drink from the same cup of profits. 
Over the past five years, Mortimer 
has reaped 10c in operating profits on 
every sales dollar, compared to the 
7c that Mitchell has been able to 
salvage. In fact, every big food mer- 
chant in the industry would have to 
go some to outperform General Foods’ 
artful Charley Mortimer. His divi- 
dend payout since 1951 (52.5%) has 
been less than Standard Brands’ 
65.8%, yet the additional profits he 
has churned up on the reinvested 
money (27.7%) is not only fatter than 
Standard Brands’ 14.3%, but the best 
in the business. 


No. One Pea Picker 


Almost as adept at turning a buck 
as General Foods is Roy Lucks’ Cali- 
fornia Packing Co., the world’s No. 
One fruit and vegetable canner, 
whose knack for bringing in operat- 
ing profits from sales (10c on the 
dollar) is every bit as artful as that 
of General Foods’ Mortimer. What’s 
more, Lucks is just as research-mind- 
ed as Mortimer. His Calpak is so 
fully integrated from pea patch to 
cannery that the findings of its more 
than 50 greenhouse researchers in- 
variably mean much to the corporate 
counting house. Of Calpak’s some 
$335 million in sales last year (almost 
$40 million more than in 1956) rough- 
ly 20°. could be chalked up to prod- 
ucts introduced since 1946 alone. 

And in still one more respect, Cal- 
pak’s Lucks has put stockholders’ 
money to the best possible use. Pay- 
ing out an average of only 37% of 
earnings since 1951, Lucks has so well 
used every dollar of plowback money 
that it has brought in almost 20¢ in 
new profits. By contrast, however, 
General Foods has paid out a more 
generous 52.5% of earnings, yet has 
showed 27.7c in additional earnings 
on each dollar of plowback. 


Down by the Mills 


From best-in-show General Foods 
to General Mills may be only a short 
semantic hop, but Charles Heffel- 
finger Bell’s General Mills is no more 
akin to Charley Mortimer'’s coffee- 
&-cocoa business than to the other GM 
of U.S. industry. For General Mills’ 
Bell has been laboring hard to dimin- 
ish his company’s dependence on its 
time-honored specialty, flour. Though 
General Mills is still the nation’s big- 
gest miller of flour, Bell has been so 
busily plowing new furrows that flour 
now contributes ‘y 44% of his 
$527.7 million in sa... vs. 74% in 1938. 


FORBES, JANUARY 1, 1958 





FURDCS, JANUART 1, 1996 


YARDSTICKS OF MANAGEMEN 


Se 


% 


“43 EEN ES +i ey $45: 
LKEL \ ANA ING ~ 


COMPANY 


o 


we) 


' CTI 8 
j Pag ere \ 





Borden Co. 

California Packing Co. 
Campbell Soup 

General Foods 

General Mills 

National Biscuit 
National Dairy Products 
Ralston Purina 

Standard Brands 

Swift & Co. ‘ 
Wilson & Co. 9.5 


+Decrease in net income. NA: not available. 


Meanwhile, back at St. Louis’ 
Checkerboard Square, Ralston-Puri- 
na’s Donald Danforth starts out as the 
nation’s No. One producer of animal 
feeds (Purina Chows), but the 
Wheaties and Ry-Krisp producer has 
also been pushing its cereals to a 
point where they now account for 
10% of Ralston’s $435-million sales 
volume. Carrying its animal feed a 
step further, Ralston recently added a 
Purina Dog Chow, which reportedly 
is already selling second in the dry 
dog food field. 

At General Mills, where diversifi- 
cation is a good deal more complex 
(e.g., synthetic sponges, nuclear ma- 
terials handling) and not nearly as 
profitable, Charles Bell is setting a 
lofty sales goal for the next ten years. 
General Mills is, says President Bell, 
now at the point “where we may buy 
some other companies in order to ex- 
pand.” Not too successfully, General 
Mills has already done a good deal of 
buying (e.g., Chem-O-Cel sponges, 
Ready-to-Bake Foods), and “many 
new products will follow.” 

But for all its busy building for the 
future, General Mills has not pro- 
duced much immediate gain for 
shareholders. Since 1951, the com- 
pany has rung up only 6c in operat- 
ing profits on every dollar of sales, a 
smaller showing than Ralston’s 7c. Its 
return on equity (9.6%) is only 
better than that of the three meat- 
packers and no match for Ralston’s 
12.6%. Moreover, while General Mills 
was paying out 56.6% of earnings in 
dividends in the past five years, fellow 
miller Ralston was parceling out only 
35%. But it was Ralston which gener- 
ated 14.3c in profits for every rein- 
vested dollar, while the best General 
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46.1 
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34.3 
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Mills could muster was 8.7c. 

As with General Mills and Ralston, 
Edward Ellsworth Stewart’s National 
Dairy Products and Harold Comfort’s 
Borden Co. are a pair of companies in 
somewhat the same industrial boat, 
but moving at different speeds. 
Though both Stewart and Comfort 
have amply demonstrated that where 
there is milk, there is also honey, 
Stewart’s National Dairy has exhibit- 
ed a slight, but persistently better 
knack at skimming the most cream 
off for his shareholders. 

Celebrating its centennial year, 
Borden had to contend in 1957 with 
the poor coffee market and bad wea- 
ther, which took the bloom off its 
ice cream peach. Yet Borden's chemi- 
cal division (fertilizer, plastic garden 
hose) took up the slack by bettering 
1956’s $39-million sales by some $6 
million. Chemicals now make _ up, 
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however, only 4.7% of Borden’s total 
sales of $930 million (vs. 1956’s $877 
million). Though National Dairy also 
looked to record sales ($1.4 billion) 
and earnings (possibly $3.15 a share 
vs. $3.02 in 1956), it was less interest- 
ed in garden hose than in trying to 
cultivate its already flowering garden 
of household word brands (Kraft, 
Sealtest, Breyers, Breakstone) and 
building up existing plant with a five- 
year, $200-million budget. 

Between National’s 8c in operating 
profits on every dollar of sales and 
Borden’s 7c, there is perhaps little to 
choose. But considering that since 
1951 both companies have made al- 
most identical dividend payouts— 
59.4% for Borden, 59.8% for National 
Dairy—National has _ significantly 
brought in 17.7¢c in new profits for 
every plowback dollar to Borden’s 
12.9c. Moreover, though not equalirg 
General Foods’ top 16.6% return on 
equity, National Dairy’s very respect- 
able 13.2% is a good deal creamie1 
than Borden’s 10.7%. 

As the top two milk producers in 
the nation, Comfort and Stewart are 
forever cheered by the fact that every 
minute of the day there are five new 
mouths to feed. “We are in a good 
position,” says Stewart, “to capitalize 
on any opportunities that come ou! 
way.” That much, as National Tea 
Co. President H. V. McNamara 
warned recently, could be said for 
most of the food industry. “You can’t 
stand still in the development and 
improvement of grocery products 
any more than you can in the auto- 
mobile industry,’ said McNamara, 
“and I for one would hate like the 
devil to try to sell a Model T Ford 
today!” 





COPPER 


WHAT’S ALL THE MOANING ABOUT? 


To hear them on Wall Street you'd think the 
copper industry was one hop from the poor house. 
But actually copper prices and profits only look low 
in comparison with the abnormal ones of 1955-56. 
It’s a little like the man who complains he has to 


make his Cadillac do for another year. 


It involved living in a cheap house, 
without carpets or cushions on the 
chairs and working not eight hours 
a day, but night after night at the 
works till midnight or one in the 
morning. 

—JAMES DoUGLAS 

Copper pioneer 


So wrote one of the pioneers of 
Phelps Dodge in 1881 of the hectic 
days when his smelter burned, his 
only backer went bankrupt, the price 
of copper fell and the company’s 
works closed down. Last year, to 
hear the moans and groans of some 
coppermen it would almost seem as 
though the industry was living 1881 
all over again. The price of copper 
had fallen from 46c to 27¢c per pound 
in little over one year. Earnings of 
the nation’s leading copper companies 
tumbled 40%, 50% and 60% from 1956 
levels. 

Wall street picked up the gloomy 
chorus, added a few bars of its own. 
Anaconda dropped to 40%, less than 
half its 1956 high; Kennecott, at 77% 
was down nearly 50% as was Phelps 
Dodge at 38%. 

A real depression for the copper 
industry? It certainly sounded like it 
to the superficial observer. But unless 
things got a good deal worse and cop- 


56 


per dropped a good deal further in 
1958, it would be a curiously solvent 
kind of depression. Appearances to 
the contrary, the big copper companies 
were in danger of losing neither the 
furniture in their offices nor the rugs 
on their floors. 

Certainly Phelps Dodge did not 
seem to be suffering—except possibly 
by comparison with 1955 and 1956. 
Despite the precipitous drop in the 
price of its major product, Phelps 
Dodge, ably run by Robert Page and 
Louis Cates, was likely to come 
through the full year 1957 with a re- 
turn of better than 12% on its stock- 
holders’ equity. Charle Cox’s giant 


————— ROUND TRIP 


It was nice while it lasted, but the 
merry ride for copper companies 
in the 1955-56 sellers’ market 
came to an end last year—just 
about where it started from. 


Earnings Per Share 
1956 1957 (est.) 
$3.32 $2.05 
12.85 4.20 
13.23 7.20 
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1954 
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Kennecott Copper would almost cer- 
tainly earn better than 10% on its 
stockholders investment. Anaconda, 
hardest hit of Copperdom’s Big Three, 
was likely to earn considerably more 
in 1957 than during the copper slump 
of 1953-1954. 

To an industry used to the rich diet 
of 1955-1956 this might seem like a 
thin kind of gruel. In 1956, for ex- 
ample, Phelps Dodge earned a strik- 
ing 24.3% on stockholder equity. In 
the same two years Anaconda earned 
almost as much as it had in the pre- 
ceding five put together. 

That kind of an earnings diet was 
pleasant enough, but it could hardly 
be called normal. Last year’s earn- 
ings could, in a sense be called nor- 
mal. And it was a fairly nourishing 
kind of normality at that. Considering 
the better than 40° drop in the price 
of copper, it was a rather reassuring 
demonstration of the industry’s ability 
to stay healthy on an austerity diet. 
All of the four major companies re- 
mained comfortably in the black. 
None of them cut their regular divi- 
dends, although several did cut back 
the fat extras of recent years. 


Chronic Worriers? 


What then was all the groaning 
about? Opines one interested invest- 
ment banker: “Those copper fellows 
are real worry warts. When prices 
were high and they were swimming 
in profits, they fretted that the 
high price was driving their regular 
customers away. Now prices are 
down to a fairly normal level, and the 
customers are no longer looking for 
substitute materials. Are coppermen 
happy? Hell, no. Now they complain 
they’re not making enough money.” 
Adds the president of a big copper- 
using concern: “Those guys want 
Thanksgiving every day.” 

Whatever the justice of such ob- 
servations, one thing, however, is 
true: the coppermen have had their 
troubles. For one thing they have had 
to contend with a better-than-40% 
drop in their price level, a price drop 
big enough to wreck many other in- 
dustries. Yet their was no doubt last 
year that the industry was learning 
to live with a tighter belt. 

One way: cutting back production 
to avoid forcing the price down 
further. Sermonized Kennecott’s 
Charlie Cox: “When producers realize 
copper is worth more in the ground 
than at giveaway prices, they'll cut 
back all right.” Concurred Hans Vo- 
gelstein of American Metal: “The big 
producers must act like statesmen for 
a change.” Chimed in Clyde Weed 
of Anaconda: “We can’t cut back 
production by agreement, but there’s 
nothing to prevent each company 
from seeing the way the wind is blow- 
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ing and doing it independently.” By 
year’s end the entire industry had 
cut production some 12%. 

The very fact of low prices itself 
helped. As Bob Page wryly observed: 
“At the prevailing price levels we’re 
not likely to lose new uses to other 
metals.” With copper at 27c per lb., 
there was hardly the same incentive 
to switch to aluminum as when manu- 
facturers had to pay 4€c for copper. 
True, there was little chance that the 
fabricators who had _ switched to 
aluminum for cables or conduits 
would ever go back to copper. But 
the lower prices were helping to keep 
customers in the fold at a time when 
business was harder to get. 

That in itself helped explain what 
had happened to prices. There was 
more and more copper overflowing 
fabricators’ storage yards and less and 
less to use it for. And when the red 
metal, already down from its 46c high 
in the spring of 1956, broke from 35.8c 
to 31.8c last February, the handwrit- 
ing was on the wall, By last month, 
the price of domestic copper had 
clanged to 27c per lb. 

No surprise, then, that copper com- 
pany earnings, which are largely de- 
termined by the number of lbs. sold 
and the number of pennies each lb. 
brings, began to tarnish by the end of 
the third quarter. Anaconda’s net 
had dropped 66%, Kennecott’s 44%, 
Phelps Dodge’s 53%. American Metal, 
which refines and sells for others but 
which gets two-thirds of its income 
in dividends from African mines 
which themselves produce copper, 
was off by 46% from the first nine 
months of 1956. Ari Magma Cop- 
per was buried beneath a _ rockfall 
deficit of $5.23 per share. Yet consid- 
ering what had happened to prices, 
the wonder was that the situation had 
not gotten worse. All in all, 1957 


earnings would prove at least a little 


better than 1954’s. 
“As long as you have ups and 
downs in business,” declared one 








ANACONDA’S GLOVER 


Streeter who looked as if he had 
known both, “you'll have ups and 
downs in copper prices and _ profits. 
Copper is, after all, a sensitive ba- 
rometer of our national productivity.” 
He pointed to the fact that over 20 lbs. 
of copper go into every new automo- 
bile, over $400 worth of pipes and 
tubes into every $20,000 home. 


Victims of Circumstances 


But the copper heads were not en- 
tirely victims of circumstance. “Cop- 
per companies,” declared one pundit, 
“have always been run on the theory 
that the business will take care of 
itself. It won’t. The brass just assumes 
there'll be a rising demand for metals 
and hopes that their own kind will 
have a share in it. The aluminum 
companies, on the other hand, are ag- 
gressive and what they’ve done to 
copper is on the record.” Confessed 
President Vogelstein of American 
Metal: “Sure, aluminum is making 
serious inroads into our consumption. 
It’s entering a terrific growth and 
might soon make even more relative 


headway.” Agreed Charlie Cox: “I 
expect aluminum competition to get 
worse as its processing improves.” 

But aluminum was only one villain. 
Another: almost chronic overproduc- 
tion. Most coppermen heaped the 
blame either on too much production 
—by the other fellows—or the action 
of the government during the Korean 
War when producers were subsidized 
to keep up output. “Those are really 
two sides of the same coin,” says Pres- 
ident Robert G. Page of Phelps Dodge 
“The industry has overproduced and 
it did so, in considerable measure, 
with the approval of the government.” 

President Wesley Goss of little, $44 
million-sales Magma Copper would 
certainly concur. Encouraged by 
Uncle Sam to exploit the 140,000 mil- 
lion lb. San Manuel mine in Arizona, 
Goss (helped by the RFC) poured 
$100 million into the low-grade mine, 
finally got it rolling last year—just in 
time for the copper collapse. With 
$3.9 million in interest charges (Ana- 
conda pays but $4.3 million to back 
up 12-fold sales) and start-up ex- 
penses to cope with, Goss rolled up a 
$€ million loss in the first three quar- 
ters. “That San Manuel mine is going 
to make or break Magma,” opined one 
copper Cassandra, “and right now it 
looks like it'll break it.” But Goss 
had one trump card to play: he can 
“put” five years’ production to the 
government at 27c. 


Can Tariffs Help? 


Bob Page of Phelps Dodge had a 
highly personal solution to the indus- 
try-wide quandary. “We must raise 
the peril point (government support 
price) from 24c to 32c and boost the 
tariff from 2c to 4c,” he asserted. It 
was easy advice for Page to give; 
Phelps Dodge mines 98% of its cop- 
per within the tariff walls of the U.S 
But Bob Page’s panecea was poison 
to Kennecott’s Charlie Cox and Roy 
Glover of Anaconda. 
third of his copper 


Cox takes one 
Chilean 


from 





OF MAN 


Phys, eae, f 


AGEMENT 





COMPANY 








20.7¢ 12.4¢ 
14.6 4.5 
19.8 10.8 
14.8 5.5 
24.3 12.3 


American Metal 
Anaconda* 
Kennecott Copper* 
Magma Copper 
Phelps Dodge 


NA: not available. 


FORBES, JANUARY 1, 1958 


15.9 


*Charges for depletion of metal mines not deducted from earnings figures 





mines; Glover, with 25 million tons 
of Chilean ore, gets two-thirds of his 
current production (nearly half his 
profits) from  south-of-the-border 
operations. 

Cox and Glover, of course, risk 
political instability and foreign ex- 
change losses by sinking their shovels 
into the rich ores of Santiago. But 
where domestic copper often costs 
29c to produce, Kennecott and Ana- 
conda come up with copper for as 
little as 12c per lb. Those figures go 
a long way toward explaining why 
U.S. producers like Phelps Dodge and 
Magma see red when they look at 
rising stocks of copper—at 190,000 
tons last fall, the highest U.S. total 
since the 1949 slump. And as late as 
last summer, world stocks of 430,000 
Ibs. came perilously close to the 500,- 
000 lbs. stockpile of the depressed 
Thirties, when even  rock-ribbed 
Kennecott lost $7 million in one 
ghastly year. 


Aluminum Woes 


Few are so pessimistic as to predict 
any repetition of 1932 but coppermen 
are frankly worried over competition 
from aluminum. Since they are ad- 
mittedly worried, it is only fair to 
ask: “What are they doing about it?” 
Kennecott’s Charlie Cox has a curious 
hedge against the day when the white 
metal may displace the red. He owns 
nearly 2 million shares—some 13%— 
in Kaiser Aluminum. Last year, in 
a stroke of irony, as the prices of 
copper and Kennecott shares fell 
like plummets, Kaiser stock itself 
dropped from 46 to 23, chopping $44 
million in paper profits from Cox’s 
portfolio. 

For his part, Anaconda’s Roy 
Glover, already the nation’s leading 
fabricator of non-ferrous metals, cop- 
pered his bets by getting into alumi- 
num production himself. But last 
year Glover was squeezed from both 
directions as both his metals slipped 
badly. With aluminum production 
down to 60% of capacity, Glover 
looked around for new outlets. He 
found one ready-made in Cochran 
Foil, whose sheet and foil would add 
over $25 million to his sales. By 
planning to exchange some 300,000 
Anaconda shares for Cochran stock in 
early 1958, Glover was admitting that 
the heavy drain of his postwar ex- 
pansion would lead him dilute stock- 
holders’ equity for the second time in 
less than a year. 

Taking a different tack toward di- 
versification, Hans Vogelstein launched 
his reign as president of the U.S.’s 
second ranking custom smelter by 
merging his big hybrid American 
Metal Co. (half custom smelter of 
metals, half investment trust) with 
Climax Molybdenum Co. The to-be- 
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BLACK MOOD 
Talk about volatility! Copper’s 
wild gyrations have been the 
hallmark — and despair — 
of the non-ferrous mining 
industry. But the earnings 
of the copper giants 
have been even more 
unsteady in the Fif- 
ties, last year hit a 
three-year bottom. 
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formed American Metal Climax Co. 
would give Vogelstein and Chairman 
Walter Hochschild a much broader 
base in metals, help free him from 
sole dependence on the dividend in- 
come from his copper-bound Afri- 
can holdings—Rhodesian Selection 
Trust, O’okiep, Tsumeb and Roan 
Antelope. 


Easy Sleeper 


But it is still with copper that these 
five companies’ basic fate rests. In 
this respect, no copperman sleeps more 
easily than Kennecott’s Cox. “With 
easily refined, high grade ores,” stated 
one engineer, “Kennecott can prob- 
ably break even at 16c per lb.; Phelps 
Dodge’s break-even point is probably 
20c and Anaconda’s 22c.” Then, too, 
one huge hoard of cash and gov- 
ernment bonds—some $275 million 
that Charlie Cox inherited when he 
took over as boss at Kennecott— 
looked more impressive than ever. 


THE MARKET’S JUDGMENT 


How much are investors 
willing to pay for $1 worth 
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In cash and in mining costs, Roy 
Glover’s Anaconda is not nearly so 
well endowed. Perhaps for that very 
reason, Anaconda has worked even 
harder to get into new fields. Alumi- 
num is one example, uranium is an- 
other. In copper itself, Anaconda has 
overlooked few technological bets. 
“Anaconda,” stated one engineer, “has 
never had to advertise for technical 
help. They’ve supported the mining 
colleges, set up an excellent plant 
training program and promoted from 
within the ranks.” Still there is no 
arguing with the figures. Glover and 
Weed could not, for their progres- 
sive slant, match the profitability 
of Kennecott. In 1957 and 1958, for 
instance, Cox’s profit margin would 
likely hover around 35%—higher 
than Anaconda’s profit margin in its 
good years, 1955-56. One reason: 
Charlie Cox of Kennecott, with a little 
silver and gold on the side, could con- 
contrate on copper alone—but Roy 
Glover of Anaconda had to worry 
about disposing of lead, zinc, alumi- 
num as well. 


The Balance Sheets 


But looking a bit deeper into the 
balance sheet, Anaconda’s low 4.5% 
return on equity is not quite so weak 
as it might appear. Anaconda last 
year charged off some $45 million in 
depreciation. That was more than 
four times as much as Kennecott 
wrote off. On a strictly cash base basis, 
Anaconda’s return on equity would 
probably rise to some between 9% and 
10%. Kennecott’s on that basis would 
probably approach 12%, still higher 
than Anaconda’s but nearly so much 
higher as the mere profit figures 
would indicate. 

Meanwhile Cox gave evidence of 
redressing the balance of capital 
spending, with $80 million outlays, 
up from the $25 million of 1956. Ma- 
jor projects: a $40 million smelting 
expansion at one mine and a $20 
refining plant at Baltimore. There 
Cox planned to treat his Chilean ore 
for shipment to Europe, where the 
grawing needs for wire gave his 
Chilean output a ready market. 

At year’s end Glover and Vogelstein 
were waving one statistic in the faces 
of the pessimists. Argued the opti- 
mists: consumption of copper is not 
really as low as it looks because the 
big users have been eating up their 
inventories rather than buying at 
steadily falling prices. In the mean- 
time the copper industry is not exact- 
ly starving. 

But unless—and _ until—demand 
picks up substantially, it would appear 
that Anaconda, Kennecott, Phelps 
Dodge and American Metal will just 
have to make their old Cadillacs last 
a while longer. 
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STEEL 


WHO SAID STEEL WASN’T CYCLICAL? 


In the first half of 1957, the big question was: 
What kind of steel do you make? But as opera- 
tions slowed to 70% at year’s end it looked as 
though the big question for 1958 would be: At how 
low a rate can you operate and still make money? 


Durinc last summer’s congressional 
investigation of the steel industry, 
Senator Estes Kefauver’s staff econo- 
mist John Blair tried to make a telling 
- blow against the pricing policies of 
the steel industry. Blair was seeking 
to prove that steel was contributing to 
inflation by raising its prices more 
than was necessary. To underline his 
point, Blair unfurled an elaborate 
chart which showed that for more 
than 35 years there had been a direct 
relationship between the operating 
rate of the nation’s steel mills and 
the profits they made. 

But this year, Blair claimed, the 
relationship had been broken. Re- 
turn on investment had gone up while 
the operating rate in the first six 
months had dropped 6.3 points below 
the 1956 rate of 97.8. At 16.4%, the 
profit return was the highest in his- 
tory. This, Blair insisted, proved that 
steelmen had raised their prices so 
high that their margin of profit had 
actually gone up when, by all past 
experience, it should have gone down. 

Blair’s conclusions,. were, at best, 
debatable. They failed to allow for 
inadequate depreciation allowances 
and for the fact that he was measur- 
ing “return” in 1957 dollars as against 
“investments” in pre-inflation dollars. 

But if Blair’s conclusions were 
weak, his figures were not. The steel 
industry had done remarkably well 
for a period when it was sitting with 
idle capacity. This fact, however in- 
dignant it made Messrs. Blair and 
Kefauver, was comforting to stock- 
holders in the U.S. steel industry. By 
mid-summer industry operations had 
already subsided from their January 
high of 98.4% to a mediocre 79%, and 
went on declining throughout the rest 
of the year. Ironically, the experts 
calculated that more steel was being 
consumed than ever before in history. 
Much of it was last year’s steel, how- 
ever: customers had built up their in- 
ventories following the 1956 steel 
strike, and throughout much of 1957 
they continued to live off them. 


Back to ‘54? 


Through most of the summer, steel- 
men continued to hope that the in- 
dustry’s traditional fourth quarter up- 
swing would materialize on schedule, 
but it did not and in the final weeks 
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of the year, operations dipped to 69° 
of capacity, the industry’s lowest level 
since September, 1954. 

Yet Bethlehem’s recently retired 
Chairman Eugene Grace had been 
right. “Nineteen fifty-seven,” he said 
last February, “can’t be otherwise 
than a good year for the industry— 
unless we all drop dead.” Nobody did. 
Procuction fell only two million tons 
below 1956’s 115 million, the indus- 
try’s’ second best. Sales, almost with- 
out exception, were up. Profits, too, 
thanks to a strike-free third quarter 
and higher prices, were at least as 
good as they had been in 1956. 

But as the year ended, stockholders 
were less concerned with how well 
steel had fared in 1957 than they were 
in how it would fare in 1958. For, with 
awesome inevitability, steel had once 
again revealed itself to be a cyclical 
industry. As the year ended, mills 
were grinding away at an annual rate 
of 70° of the industry’s 133 million 
ton capacity. And the slump would 


‘look even worse after January 1 when 


the industry will add seven to ten 
million tons to its rated capacity. 


Cyclical Still 


Cyclical the industry still was but 
no longer as dangerously so as it 
once had been. Steel was making a 
profit in the fourth quarter of 1957, at 
70%, and chances were it would con- 
tinue, on the same volume of produc- 
tion, to make a profit in 1958. The 
profits were by no means so rich as 
they were a year ago, but with the 
economy leveling off nobody had any 
right to expect them to be. Steelmen 
are fond of pointing out these days 
that the high operating rates of the 
past few years have been the excep- 
tion rather than the rule, that even in 
the Twenties, one of the industry’s 
most profitable decades, the rate ex- 
ceeded 85% only once, in 1929, and 
that the industry's average operating 
rate over the past fifty years has hov- 
ered in the middle 70s 

And certainly few companies were 
driven anywhere near to red ink dur- 
ing the recession of 1954 when the 
industry averaged 71%. Since the 
war most companies had been spend- 
ing vast sums of money improving 
and modernizing their plants and 
these improvements had paid off in 
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higher efficiency. In that last “re- 
cession” year, operating profit mar- 
gins of big producers like U.S. Steel, 
Wheeling, Republic, and Youngstown, 
contracted less than one point, while 
Bethlehem’s, Inland’s, and Armco’s 
actually expanded. 

Admittedly, the 1954 decline in 
profits was cushioned by the end of 
the excess profits tax, but in 1958 
lower amortization charges are likely 
to give profits an unexpected buoyan- 
cy, as they did last year to Armco’s, 
Republic’s, and Youngstown’s. (J&L 
and Kaiser, which follow a different 
accounting method, however, will not 
benefit.) 

And there is no reason to expect 
that in 1958, all things being equal, 
the industry will not fare at least as 
well as it did in 1954 and probably 
better. For one thing, if efficient 
operation cushioned the impact of the 
slump in 1954, it should prove even 
more effective in 1958. Jones & 
Laughlin’s Avery C. Adams estimates 
J&L could net $6 million at 50% of 
capacity, and nobody has suggested 
that operations will sink that low. 
Republic estimates it can cover its 
dividend requirements ($40 million 
last year) at 60% of capacity with 
some left over. Inland, Armco, and 
Kaiser, serving steel-short areas, have 
generally had little to fear from reces- 
sions. Indeed, as 1957 ended, all signs 
pointed to the fact that the pattern 
of 1957 would repeat itself, possibly at 
a lower level, in 1958. 

In 1957 the degree of your prosperity 
depended largely on what steel prod- 
ucts you made. Demand for heavy 
steel products was strong, and for 
light products weak (see chart). The 
result was that the diversified pro- 
ducers like U.S. Steel, Bethlehem, 
Inland, and Jones & Laughlin fared 
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far better than those—such as Na- 
tional, Armco, and Wheeling—heavily 
committed to lighter steels. 


Heavy or Light? 


In most years since the war, the 
lighter grades of steel, which go into 
such consumer markets as autos, con- 
tainers, and appliances, have been 
the market leaders. But ever since 
1954, under the impetus of the Fed- 
eral highway, tanker and shipbuilding 
programs, the boom in non-residential 
construction, and the expansion of 
U.S. industrial and commerical facili- 
ties, the heavier steels have been ab- 
sorbing an increasingly large propor- 
tion of the industry’s total shipments. 

“Total finishing capacity,” U.S. Steel’s 
President Clifford Hood pointed out 
a year ago, “is always in excess of 
ingot capacity. It has to be in order 
to provide flexibility and to meet 
promptly the changing cyclical and 
seasonal demands for different steel 
products.” Thus, in a period of rising 
demand for heavy steel, the light steel 
makers were conspicuously incapable 
of changing with a changing market. 

National, the industry’s least diver- 
sified major producer, was most vul- 
nerable. The bulk of its ingot produc- 
tion goes into light, flat rolled steels 
for the auto, appliance, container, and 
construction industries. When some 
of these industries slump as they did 
last year, National has its hands full 
keeping its mills operating even at 
the industry average. 

Slow to expand, perhaps because of 
uncertainty about what direction to 
take, National has boasted the feeblest 
sales growth of any of the major pro- 
ducers. In consequence, its earnings 
have evidenced little of the buoyan- 
cy of most of its competitors. Even 
worse, since 1951, at a time when most 
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other major steelmakers at least man- 
aged to hold their own, National’s 
rate of return has contracted—from 
14.4% to 12.4%. 

Then too, though National’s mar- 
gins are exceeded only by Kaiser’s, 
equalled only by U.S. Steel’s, these 
too have been steadily narrowing. 
U.S. Steel, considering its greater size 
and complexity, could hardly have 
been expected to match National's 
record. Yet it has done so. Between 
1947 and 1951, National’s operating 
profit per dollar of sales was 6c 
higher than Big Steel’s; in the suc- 
ceeding five years it was exactly the 
same. “National has always been 
pretty much a push-button operation 
anyway,” theorized one analyst, “and 
without much growth to give it 
buoyancy, its margins have simply 
been more vulnerable to rising costs 
than Big Steel’s.” 

‘Last year, demand softened in just 
those products which normally com- 
prise more than 60% of National’s 
business, and, with production off and 
costs rising, National’s margins con- 
tracted even further. But in 1957 Na- 
tional once again demonstrated its re- 
markable staying power. During the 
first .half, on a ten point drop in its 
operating rate, its margins narrowed 
just one point. 


Payoff Postpored 


In contrast, Wheeling’s margins last 
year contracted nearly six points on 
a 12 point decline in operations. “Al- 
though the company has enjoyed 
benefits from a high degree of flexi- 
bility in its product mix of lighter 
grades of steel,” Wheeling President 
John L. Neudoerfer noted a few 
months back, “this flexibility has been 
of less advantage in a market where 
the strongest demand has been for 
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heavier grades, particularly struc- 
tural plates and shapes.” Thus, Wheel- 
ing, which normally fabricates some- 
thing like 15% of its production into 
such finished products as stove pipe, 
culverts, and pails, was forced to di- 
vert an increasing amount into semi- 
finished products with lower margins. 
And as margins contracted, Wheeling’s 
leveraged earnings declined rapidly. 

Since the war, Wheeling has con- 
centrated on improving its operating 
efficiency rather than expanding its 
ingot capacity, actually cut back ca- 
pacity 28% in a single year to elimi- 
nate its high-cost mills. Wheeling’s 
operating efficiency has improved 
markedly as a consequence of Neu- 
doerfer’s modernization program: in 
1949 at 80% of capacity its margins 
contracted to 14.2, but held at 16.2% 
in 1954 at 75°% of capacity. Neudoer- 
fer has been less successful, however, 
in translating these gains into an im- 
proved rate of return. For one thing, 
Wheeling’s profits in recent years have 
been hurt by disruptions caused by its 
modernization and expansion pro- 
gram, on much of which it has yet to 
earn a return. For another, conver- 
sions of convertible debentures have 
tended to dilute its equity. 

Like Wheeling, both Armco and 
Republic have also upgraded their 
margins by expanding into fabricated 
steel products. But it was not fabri- 
cation so much as high-margin spec- 
ialty steels like the new stainless for 
aircraft and guided missiles intro- 
duced last fall that lie behind Armco’s 
impressively high margins. Since the 
war, Armco has rebuilt its entire 
plant, expanded at a rate unsurpassed 
by any large producer save Kaiser. 
As a result, Armco’s margins have 
broadened impressively. Its rate of re- 
turn, which generally runs second 
only to Inland’s, would rank even 
higher but for the fact that heavy 
amortization and depreciation charges 
on its expanded plant have depressed 
its profits (see chart). 

Though giant Republic cannot equal 
Armco’s brilliant performance, partly 
because it has had much farther to go, 
it has nonetheless made great strides 
in upgrading its once-slender profit 
margins. Like Wheeling, Republic 
has preferred to modernize rather than 
expand, but Republic’s moderniza- 
tion program has already palpably 
paid off. Since 1951, Wheeling and 
Republic have expanded at about the 
same rate, but Wheeling’s profits have 
risen only 2%, Republic’s 65%, a dis- 
parity that is reflected in Republic’s 
superior return on net worth. 

In 1957’s eccentric market, Republic 
and Armco, thanks to their commit- 
ment to sheet and strip, were at a con- 
siderable disadvantage. But in the 
past Armco has weathered recessions 
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MIXED MARKET 


How well—or how bodly — steel com- 
panies did last year pretty 
much on what they made. Producers of 
heavy steels for the petroleum, construc- 
tion, shipbuilding, and railroad industries 
were riding high. But producers of lighter 
steels for the appliance and auto indus- 
tries were having a little trouble. Chart 
shows % increase (black bars) or de- 
crease (colored bars) in steel shipments 
| during first 9 months of last year, 











more easily than Republic, will prob- 
ably continue to do so in the future. 
Many of Armco’s plants are located in 
areas where steel consumption nor- 
mally exceeds supply, and this gener- 
ally enables it to operate well above 
average, in good times or bad. 


Diversified Steels 


If Armco and Republic have pursued 
prosperity by diversifying widely 
within the range of light steels, Jones 
& Laughlin has sought it by scattering 
its chips across the full range of steels. 
When the war ended, J&L was still 
turning out a high proportion of heavy 
steel in some of the industry’s most 
decrepit plants. In little more than a 
decade, Chairman Ben Moreel laid 
out $614 million to modernize J&L’s 
old plant and to expand its finishing 
facilities into the more profitable, fast- 
growing light steels. In ten years, for 
instance, J&L’s production of tin mill 
products expanded from 8% to 12% 
of shipments, sheet and strip from 
32% to 36% 

The program paid off handsomely. 
In 1946, at 80% of capacity, J&L’s mar- 
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gins were a slim 11%; in 1949 at 87%, 
a wider 14.1%; and in 1954 at 74%, a 
prosperous 17.5%. As a result, J&L’s 
return has risen from 8.9% in 1951 to 
10% last year, a record surpassed only 
by Armco and US. Steel. 

With its improvement 
substantially complete, 
year set out to upgrade 
ing power even further, 
rapid succession Detroit's Rotary 
Electric Steel (stainless), Youngs- 
town’s Cold Metal Pfoducts (special- 
ty strip), reportedly was dickering to 
absorb McLouth as well. But in 
branching out into higher-profit light 
steels, J&L scrupulously expanded its 
tubular products, heavy plate, and 
structural shapes operations as well, 
a policy which paid off last year. 

But in steel, as in most other indus- 
tries, such diversification is by no 
means an unmixed blessing. The in- 
dustry’s most widely diversified pro- 
ducers, U.S. Steel and Bethlehem, 
with 45° of the industry’s capacity 
between them, suffer continually from 
rolling adjustments in their product 
mix. And whenever the economy 
softens, heavy steels are generally 
the first to slump. 

Not so in 1957, however. For once, 
in a slackening economy, light steels 
were off, and heavy steels were boom- 
ing. For Bethlehem and Big Steel, 
who together boast 29.8% of the in- 
dustry’s pipe and tube capacity, 51.4“ 
of its heavy plate capacity, 71.6° of 
its capacity for shapes and pilings, the 
rewards last year were rich. By Oc- 
tober, Big Steel’s profits were up 35% 
on an 11% rise in sales, Bethlehem’s 
44% on 22% higher sales. 

No small part of Bethlehem’s spec- 
tacular gain springs from its long- 
depressed shipbuilding division. With 
foreign yards booked to capacity for 
years to come, Bethlehem’s shipbuild- 
ing operations, under the pressure of 
the Suez crisis, came suddenly to life 
—with an exhilarating impact on 
profits. Two years ago Bethlehem 
Steel could boast a backlog of only 
$862 million, $175 million of which 
was for ship construction and repait 
Last fall, the backlog had risen to $1.2 
billion, half of it for ship construction 
and repairs. “This is the best yea 
we've ever had, including war time,” 
confessed Bethlehem’s Grace. “Our 
yards are booked for the next three 
years—and they’re all firm 
money on the barrelhead.” 

But Bethlehem’s 1957 performance 
was by no means atypical. In past 
years and by most yardsticks, Bethle- 
hem easily outdistanced far bigger 
Big Steel. Thanks to its more com- 
pact operations and its smaller size, 
Bethlehem had a far easier row to hoe 
But, though Bethlehem averages a 
higher rate of return, Big Steel within 


program 
J&L silast 
its earn- 
acquired in 


orde: S, 


61 





recent years has more than caught up. 
The comparison is somewhat mislead- 
ing. Bethlehem has expanded its ingot 
capacity nearly twice as rapidly, and 
as a result its depreciation and amorti- 
zation charges have taken a heavier 
toll of profits. But U.S. Steel has an- 
other fiscal advantage: its tighter use 
of working capital. Big Steel managed 
to get $6.96 in sales for every $1 of 
working capital in 1956, vs $3.40 for 
Bethlehem. 

Big Steel, however, has gained one 
clear advantage—a geographical di- 
versification that Bethlehem notice- 
ably lacks. Bethlehem’s plants are 
concentrated on either coast, whereas 
U.S. Steel is unmistakably a national 
company. In the past decade U.S. Steel 
entered the Far West, by buying the 
government steel plant at Geneva, 
Utah, and the East, by building a fully 
integrated mill at Morrisville, Pa., 
plunk in Bethlehem’s front yard. With 
more intense competition shaping up, 
Bethlehem has sought to find eco- 
nomical entry into Big Steel’s mid- 
western empire. The route: merger 
with Youngstown Sheet & Tube. 


Midwest Merger 


All things considered, Bessie and 
Youngstown seem made for each 
other. On the one hand, Youngs- 
town’s Chicago plant would give Beth- 
lehem access to the industry’s biggest 
market, and its Youngstown plant 
would provide a firm foothold in the 
industry’s Ohio-Pennsylvania heart- 
land. On the other hand, Youngs- 
town’s seamless and_ electricweld 
pipe would fill a noticeable gap in 
Bethlehem’s product line. 

If the merger goes through, Beth- 
lehem plans to add three million tons 
to Youngstown’s 6.2 million ton ca- 
pacity, most of it at Chicago. The cost: 
$350 million, less than half what it 
would cost Bethlehem to build new. 
But a merger of such proportions is 
no private matter. The Justice De- 
partment claims it would substantially 
lessen competition within the indus- 
try, and the courts are now trying to 
determine the truth of the matter. 

Without question, Youngstown has 
everything to gain from Bethlehem’s 
unsurpassed management knowhow. 
With half its production in the excess 
capacity Youngstown district, Youngs- 
town has been at a competitive dis- 
advantage in more distant markets, 
has lacked the financial resources to 
capitalize fully on its Chicago loca- 
tion, and, in 1957, anyway, suffered 
somewhat from its heavy commitment 
to sheet and strip. Later than most to 
launch its post war expansion pro- 
gram, Youngstown has increased its 
capacity 43% since 1951, but only in 
the past few years has its expansion 
begun to pay off. 
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Chicago's Inland Steel has expanded 
even more rapidly, but with far 
greater success. Its rate of return re- 
mains the industry’s best. Inland, of 
course, is uniquely fortunate, but it 
has compounded good fortune with 
better management. It has enough 
operating flexibility to adapt quickly 
to changing market patterns, and it 
has in addition its plant in Chicago, an 
area which traditionally consumes 
more steel than it produces. This as- 
sures Inland an operating rate well 
above the industry average in good 
years and bad. Because transporta- 
tion costs loom large in finished steel 
prices, in off years Inland has first 
claim on the business within its ter- 
ritory. In 1954, for instance, when the 
industry dropped to 71% of capac- 
ity, Inland’s mills were still grinding 





THE WAY THE 
CASH FLOWS 


As the result of the steel industry's heavy spend- 
ing for expansion, huge depreciation and amor- 
tization charges have distorted the apparent 
rate of return on stockholders’ equity. Chart 
shows the net return on equity for the 
latest 5 years (black bars), and average return 
in terms of cash flow over the same years (col- 
ored bars). 
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away at 96.2%, and last month, with 
the industry at 69%, Inland was still 
turning out steel at a prosperous 94%. 
With 26°: of its output in heavy steel, 
Inland rode high last year on the un- 
precedented demand for structural 
shapes and heavy plate, suffered less 
than most, thanks to its location, from 
lower demand for sheet and strip. 
Similarly fortunate is California’s 
fast growing Kaiser Steel, a war baby 
spawned to supply Henry J. Kaiser’s 
steel-short shipyards. Though still 
small by steel industry standards, 
Kaiser is unusually well diversified, 
and, with 57%. of its output in pipe, 
plate, and shapes, would certainly 
have had an unusually good year last 
year but that the expansion of its 
Fontana mill disrupted profits as much 
as it did operations. The only fully 
integrated steel plant on the West 
Coast, Kaiser occupies a strategic po- 
sition remarkably similiar to Inland’s 
—except that its booming Western 
market has so far evidenced less 
staying power than Inland’s Chicago 
district. In 1954, for instance, Kaiser 
operated 12.6 points above the indus- 


try average, an impressive perform- 
ance in itself, but a far cry from In- 
land’s 25.2 point edge. 

Offsetting this, however, is the un- 
paralleled efficiency of Kaiser’s new 
plant. Kaiser brings down to operat- 
ing profit 27c on the sales dollar, 
besides -which even Big Steel’s and 
National’s 21c margins look slim. 
Ostensibly, Kaiser also boasts the in- 
dustry’s plumpest rate of return, but 
in recent years a large portion of it 
has resulted from low income taxes, a 
benefit deriving from the consolidated 
tax returns its files with parent Kaiser 
Industries. On a more normal basis, 
Kaiser’s return probably comes close 
to equaling Inland’s flush 14%. 

Little of Kaiser’s growing prosper- 
ity, however, has yet filtered down to 
stockholders. In order to finance its 
staggering post-war expansion, the 
industrys’ most ambitious, Kaiser has 
also taken on one of the industry’s 
heaviest debt loads, and, though mort- 
gage restrictions limit dividend pay- 
ments to 25% of earnings, corporate 
caution has held payout to 15%. But 
Kaiser stockholders have small reason 
to complain. Its long-term prospects 
are probably the brightest in the in- 
dustry. Indeed, last year Kaiser alone 
announced a major addition to its ex- 
pansion program. It added $81 million 
to its scheduled $113 million expan- 
sion, planned to increase capacity not 
50% but 90° by mid-1958. 


Things to Come 


But though long-range expansion 
remained one of the industry’s most 
pressing problems, most producers 
were more immediately concerned 
with the prospects for 1958. 

“It looks to us,” said Bethlehem’s 
Arthur Homer, “as if there is a level- 
ing off in business. We know our 
heavy products such as _ structural 
shapes and plate are going to be in 
good demand. We've already booked 
enough to be sure.” But, in general, 
customers were still cutting back in- 
ventories, said U.S. Steel’s Roger 
Blough, “and we expect that to con- 
tinue for some time.” Though Re- 
public’s Tom Patton didn’t think 
things would get worse, he didn’t ex- 
pect an upturn for another six or 
eight months. George Humphrey of 
National and Adams of Jones & 
Laughlin expected 1958 to wind up 
about as good as 1957. If investors 
were uncertain about the industry’s 
prospects, steel-men were still re- 
markably calm. Big Steel’s Blough 
proclaimed: “The operating rate on 
the basis of present capacity will 
probably range in the 70s. It may go 
down some, or it may go up some. It 
is one of those imponderables.” Blough 
threw little more light on the subject, 
but he was at least honest. 
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ELECTRIC UTILITIES 





THE BOOM THAT WON’T QUIT 


With growth needs draining its cashboxes last year, the 
$8-billion electric utility industry had to rob Peter to 
pay Paul. For a few stockholders, it was something to 
take in stride. But for most, the repeated trips to Wall 
Street’s well meant watered down earnings and equity. 


“Give Sleep for Christmas,” exhorted 
a Pacific Gas & Electric advertisement 
last month. “Put An Electric Blanket 
on Your Gift List.” But for Chairman 
James Black, PG&E’s corporate head, 
there would be little sleep either on 
Christmas or all through 1958. The 
rocketing cost of fuel oil (up 45%) 
was cutting deep into the profits on 
residential revenues Jim Black was 
drumming up with his clever ad 
campaign. Yet there was nothing he 
could do to pass them on. “The Cali- 
fornia Public Utilities Commission,” 
sighed Black, with a resignation that 
was becoming common in the indus- 
try, “doesn’t like escalator clauses.” 

An escalator was what Jim Black 
and utility men everywhere were on. 
But ratemaking commissions are wont 
to recognize where a utility’s costs 
have got to only when they have al- 
ready gone on. Finally, last month, 
Jim Black did get his rate increase— 
one that will probably add some $16 
million to PG&E’s revenues. But it 
came some while after the fact, will 
not redeem the vanished past. Thus, 
at the three-quarter mark of 1957, 
rising costs worked a squeeze play on 
PG&E's profits. In effect, it cost share- 
holders a good 5% of their 1956 per 
share earnings—despite a 6° rise in 
revenues. 

“Electrical Gifts Fit Every Budget 
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and Please Everybody,” plugged the 
Arkansas Power & Light subsidiary 
of Edgar Dixon’s Middle South Utili- 
ties. Last year Dixon had made a big 
gift of his own to the comfort and 
welfare of his four million customers 
in Arkansas, Louisiana and Missis- 
sippi: some 120,000 additional kilo- 
watts of capacity to take care of their 
power needs. It was one electrical 
gift that did not fit anybody’s budget. 


The Big Bite 


The same big bite that was snap- 
ping at heels around Black’s PG&E 
was dogging the courtly coattails of 





COSTLY CASH 
To meet their rising demand, electric 
utilities sank $3.7 billion into plant and 
equipment last year. But they paid 
dearly for the expansion. Reason: 
money, the utilityman’s principal 
raw material, was way up in price. 
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Ed Dixon’s utility holding company 
Dixon had asked for just what he 
got: voracious demand for power from 
the big oil, chemical and aluminum 
companies he had so 
lured into his growing Mississippi 
Valley service area. But his gift was 
apt to please no one at state public 
utility commissions if he were to sug- 
gest a rate rise to wrap it all up in 


successfully 


Price Tag on Progress 


For all their happy holiday talk, at 
year’s end utility men like Black and 
Dixon were contemplating without 
pleasure the steep price tag on prog- 
ress. They are in a boom that won't 
quit, and they face a powerful pre- 
dicament. Growth stares them in the 
face everywhere they look. The 
housewife with her new electric dish- 
washer, the office girl with her electric 
typewriter, the Detroit automake: 
with his cost-cutting electrically con- 
trolled machine tools, the Kansas 
farmer with his brightly-lit broode: 
working overtime—all are counting 
on more power. This year utility men, 
who in 1957 sold over $8 billion in 
juice, can count on having to supply 
some $8.5 billion worth. Even if they 
wanted to, they could not stop grow- 
ing. 

Yet, providing the nation’s power- 
hungry citizenry with the kilowatts 
they need to keep thei 
machines and housewives humming is 
no longer a sheer blessing. It also is 
the makings of a fine pickle: how to 
pay for the new capacity, and how to 
make it pay. For every $1 
revenues such boldly expanding util- 
ity men as Southern’s Harllee Branch 
and American Gas & Electric’s Philip 
Sporn expect to see 
revenue on their 


automated 


in gross 


coming in as 


new plants, they 





TS ee ST ...2,2. éhoa anmnaeeam 


% % 
SERN SON 


“a Ws 


1956 ~s 


RRA NS LRA 


COMPANY 


AX SAX RING 
\ 


SVQ 


S\ 
on WANS 


wary 


PVN, FEUER A te 


Vv 





American Gas & Electric 13.2¢ 


4.5 


_— 


— 
~se or owwmanwo wom Oo 


. 
— ODE KK nN OO & PY 


— 


So. California Edison . 
Texas Utilities 27.0 


*Figures include only years since 1952 reorganization. 


_— 
rs 
@ oo 


could expect to lay down $4 in capital 
investment. Last year electric utility 
men plunked down no less than $3.7 
billion in new investment, a sum equal 
to nearly half their revenues. In al- 
most no other industry does necessary 
growth carry such a lofty price tag. 
The chemical industry, by way of 
comparison, spent $1.8 billion, which 
amounted to only 7.2% of revenues. 


One-Way Rub 


And there lay the rub for the na- 
tion’s investor-owned utilities. Unlike 
their free-&-easy industrial counter- 
parts, they have a tight lid clamped 
on profits by state and federal regu- 
latory agencies. Yet in raising money 
to make money, the utilities get no 
special consideration. “In looking for 
new capital,” says Vice President 
Charles Delafield, “Consolidated Edi- 
son must compete not only with other 
utility companies, but with all other 
industry.” 

Last year, particularly, the compe- 
tition was stiff, as a mere glance at 
the rising curve of coupon rates the 
utility men have had to pay since 
money rates tightened in 1956 (see 
chart, page 63) quickly shows. The 
days of 34%% interest rates were ob- 
viously gone; even such top-rated 
utilities as Pacific Gas & Electric and 
Consolidated Edison of N.Y. had to 
pay 5% to attract fresh funds. De- 
troit Edison and Public Service Elec- 
tric & Gas reluctantly had to set 474% 
rates on offerings they made. The 
trouble was, with electric rates fixed 
and allowable profits limited, every 
one-eighth point made a whale of a lot 
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more difference to the utilities than to 
their wider-margined industrial rivals 
for investment favor. 

There was no way out. Explains 
Southern Co.’s Harllee Branch: “You 
have to pay it. You have to go ahead 
to meet the needs of the territory. A 
shoe manufacturer can hold back; we 
can’t.” 


Matter of Some Interest 


With interest costs on the rise, so 
were the fixed charges big utilities 
must pay to manage their capital 
structure. By year end, Pacific Gas & 
Electric was paying an average of 3.3% 
on its $857-million long term debt, 
or a good $28-million bite out of oper- 
ating revenues. Public Service was 
paying 3.7%, or $21 million a year. 
For Southern Co., the average was 
3.6%, which diverted $20.5 million 


PG&E’S BLACK 


No Christmas cheer. 


from incoming gross revenues. Even 
these averages were misleading; only 
low-interest debt acquired earlier 
kept them anywhere near these fig- 
ures. 

“Make no mistake about it either,” 
warned President Harold Quinton of 
Southern California Edison. “Inter- 
est rates won’t go back down as fast 
as they came up.” Quinton, himself 
whose debt load is carried at an aver- 
age 3.5% rate, had been forced to pay 
up to 4%% for new money last year. 

Shocked as they were by the level 
of interest rates they had to pay, 
utility men were by no means knocked 
galley west. Declared Willis Gale, 
chairman of Chicago’s Commonwealth 
Edison confidently: “I don’t think 
financing will prove a problem to the 
utilities industry as long as volume 
and earnings are satisfactory. Assum- 
ing this, we'll be able to finance at 
going interest rates.” 


An Old Routine 


The big trouble, many utility men 
feel, is not so much the rate utilities 
have to pay for new money, as the 
huge amounts of it they are having 
to shell out. Said Detroit Edison’s 
able President Walker Cisler last 
month: “The really big problem fac- 
ing Detroit Edison and the rest of the 
industry is increased capital costs. It 
became apparent in 1957, though not 
nearly so evident as of this moment, 
that technological developments alone 
no longer would enable the utilities 
to reduce costs.” Said Commonwealth 
Edison’s Willis Gale by way of con- 
firmation: “Our problem is the routine 
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one of the inflationary spiral—wages, 
materials and equipment rising in 
cost.” In short, it is costing more to 
add needed new plant, and more to 
run it. 

As a result, the utilities’ ability to 
pay for the growth they can’t help is 
wearing thin. Says Al Tegen of Gen- 
eral Public Utilities: “Although we 
have spent heavily in the postwar 
years to make our plant more efficient, 
it has been a case of running like the 
devil just to stand still. We have man- 
aged to earn a fair return on our capi- 
tal, but that picture is bound to change 
as the cost of coal and labor continues 
to rise. We will just have to scrounge 
around to offset cost pressures.” 

If there is anyone in the industry 
capable of making a dollar spent on 
new plant earn its way, it is American 
Gas & Electric’s Philip Sporn. More 
than anyone else, he has had the 
knack of making technology pay off 
in heightened efficiency. Yet the re- 
turns on new plant are diminishing as 
the costs go up. “Steam turbines,” 
Sporn notes, “have increased in price 
27% since April, 1956; large boilers, 
over 2812% since 1955; and large pow- 
er transformers over 274%2% since 
September, 1955.” 


Growth Lines 


Yet regardless of the cost of money 
and transformers, the industry has 
gone ahead to build new capacity with 


all lights ablaze. It simply had no 
choice. At the end of the year, Sporn 
himself had boosted his generating 
capacity to four million kilowatts; 
now he has raised his budget from 
$700 million to $800 million to put 
another 2.3 million kilowatts on tap 
by 1960. Southern Co.’s Harllee 
Branch plans to transform $436 mil- 
lion his Peachtree Street coffers have 
not yet seen completely into another 
one million kilowatts capacity to add 
to the 3.6 million he already has in 
his powerhouses. In Chicago, where 
power needs are growing lustily, 
Commonwealth Edison’s Willis Gale 
had blueprinted another 815,000 kilo- 
watts on top of the 295,000 he added 
last year. 


In Self-Defense 


Utility men, unlike other business- 
men, can’t turn away a customer; 
there has to be power ready when 
consumers want it. Thus they worry 
about nothing so much as “peak 
loads,” the top demand at any one 
time. In Detroit and Philadelphia, 
where air conditioning is catching on 
fast, that means a big summertime 
problem. In self-defense, the normal 
utility calculates it has to have some- 
thing like a 15% margin between its 
generating capacity and its peak load. 
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HIGH VOLTAGE LINES 
Prosperity had a price. 


With peaks continually rising, self- 
defense has become a costly business. 
This year of predicted recession is no 
exception. With capital outlays for 
all industry estimated to drop 7%, and 
for manufacturing companies some 
16%, the utilities are planning an 8% 
increase in capital spending. 

As usual, he who pays the piper 
calls the tune. And in the case of the 
electric utilities, it is clearly going to 
be the whole financial community, 
from the biggest banks and insurance 
companies to the smallest bond buyers, 
who will call the jig for utility men 
like Jim Black, Willis Gale and their 
colleagues. By all odds the dance is 
going to be a lively one, for lenders 
are asking a good deal before they 
part with their cash these days. 

One thing they are bound to ask 
for is a solid balance sheet and sub- 


THE MARKET'S JUDGMENT 


Meaitling to pay for $1 worth 
wi pay 
of the p— kK eee, 





Amer. Gas & Elec. 
Amer. & For. Power 
Comm. Edison 
Cons. Edison 
Consumers’ Power 
Detroit Edison 

Gen. Pub. Util. 
Middle South Util. 
Niagara Mohawk 
Pacific Gas & Elec. 
Philadelphia Ele. 
Public Service Elec. 
The Southern C . 
Southern Cal. Ediso 
Texas Utilities 


stantial earnings. Hence the concern 
among utility men about the adequacy 
of their regulated rates. Limited in 
most cases to a 5% to 7% return on 
net plant, they need prompt action to 
keep their margin of profit intact so 
that they put their best foot forward 
when they go looking for capital. 


Water Over the Dam 


But the very need for new money 
has raised an uncomfortable feeling 
among many Wall Street sideliners, 
from whom the capital finally must 
come. For though new stock and 
bond flotation ultimately translate 
themselves into new revenues and 
increased profits, it has been working 
out quite differently for stockholders 
in many cases. 

Take the example of Southern Co 
A sound utility group, with strong 
growth potential, as a whole it has 
burgeoned prosperously. A $30-mil- 
lion rights offering to stockholders 
gave Harllee Branch the wherewithal 
to make good on the abundant power 
he has been offering new industrial 
settlers in his region. In just the last 
five years, more than 600 new manu- 
facturing plants representing capital 
investments of over $800 million have 
located in his territory. A prosperous 
state to be in, certainly. Yet, though 
in 1957’s first nine months Southern’s 
net rose 13%, the sale of 1.5 million 
shares limited the rise in net per 
share to only 5%. In short, more 
shares meant more sharers. 

Money men have a name for this 
phenomenon: dilution. And Branch 
was not alone in feeling its stress. 
Last year Philadelphia Electric also 
diluted stockholders’ earnings by issu- 
ing 600,000 new shares, a move that 
watered down per share earnings 
some 5%. A 452,000 share offering by 
Middle South Utilities diluted stock- 
holders’ earnings 6%. 

There was more water-splashing by 
Public Service Electric & Gas, where 
Chairman Lyle McDonald began the 
year with 3.75 million shares of con- 
vertible common stock. During the 
course of the year, over one million 
shares were converted, with the re- 
sult that earnings on the 
stock were cut by 10° 


common 


Magic Numbers 


Instead of such dilution why do not 
utilities stick entirely to debt issues? 
The answer is that most utility 
would love to do so—if they 
Unfortunately, however, they are at 
the mercy of the SEC and the bond- 
rating Wall Street houses. Neither of 
these powerful parties likes to see a 
utility’s long term debt account for 
much more than 50% of its capitaliza- 
tion, since otherwise fixed charges 
loom menacingly. Says one bond-rater: 


men 
could 
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“When common stock goes much be- 
low 35% of capitalization, that’s usu- 
ally a danger sign.” 

Last year, sensitive to charges of 
dilution, the utilites concentrated 
heavily on debt offerings. While bonds 
accounted for 76% of the new money 
they brought in, common stock offer- 
ings contributed only 20% of their 
new capital. But there is a limit, and 
many utilities are reaching the point 
where their ability to finance with 
debt issues is limited. “They are close 
to reaching,” notes one Wall Street 
analyst, “a state where the ship is 
overloaded with ballast.” 

In this sense, getting new capital 
can be costly. At Niagara Mohawk, 
earnings per share have grown only 
9% since 1947-49. At Public Service 
they have grown only 5%. By sharp 
contrast, mushrooming Texas Utilities 
has led a lively pace. In his Fort 
Worth-Dallas area, where liberal local 
rather than stringent state rate regu- 
lators call the tune, President George 
McGregor is spending a lusty $267 
million in 1957-9. And he has reason 
to: earnings have risen in pace with 
revenues. 

Moreover, smart George McGregor 
had read the handwriting on the bond 
interest table in 1956, hastened to take 
care of nearly all his cash needs then. 
Thus last year, when money was dear, 
McGregor’s foresight paid a golden 
dividend for Texas Utilities: it had to 
borrow only $16 million. 


Stars & Bars 


Such foresight has paid off at a low 
3.1% average interest rate for Mc- 
Gregor, which is perhaps one reason 
why Texas Utilities ranks 39th among 
the issues held by the nation’s big in- 
situtional investors. Al Tegen’s GPU, 
in the Number 38 spot, is the only 
other big utility to outrank it. In- 
vestors’ ardor is understandable. 
Though admittedly from smaller be- 
ginnings, since 1946 Texas Utilities 
has grown 181% faster than the utility 
industry as a whole. Moreover, in 
the growth of its per share earnings, 
up 155%, it is obviously the Lone Star 
in the utility firmament (see table). 

Potentially at least as growth- 
bound, but barred from fully exploit- 
ing it as yet, is American & Foreign 
Power. For one thing, it has less to 
start with: a territory covering 11 
Latin American countries which are 
just beginning to industrialize and 
learn modern ways of consumption. 
Says Treasurer George Herbert: “It’s 
hard to compare us with any U.S. 
utility. We are faced with political 
‘ifs,’ foreign exchange ‘ifs,’ devaluation 
of currency ‘ifs,—all these on top of 
our normal utility worries.” 

But it is Phil Sporn’s American Gas 
& Electric which rates the golden kilo- 
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watt for its financial nimbleness. Last 
year Sporn snapped the fingers that 
have won him 12 patents and world- 
wide renown, got a $52-million bank 
loan at a premium of only %4% above 
the going prime rate. And thanks to 
Sporn’s ruthless drive for efficiency, 
his stockholders have seen their earn- 
ings per share rise 70% in the past 
decade, their equity per share climb 
59%. 

Last month, having boosted his 
operating profit margin from 21c to 
22c on the dollar in the first three 
quarters of 1957, Sporn was still fight- 
ing for more efficiency. He issued a 
warning to his midwestern operating 
subsidiaries in these terms: “We are 
going to have to watch the efficiency 
of our operations very carefully to 


TEST OF POWER——— 


How well has management turned 
kilowatts into cash for stockholders? 
These figures show the percentage 
gain in net earnings per share from 
a 1947-49 base by 14 leading elec- 


tric utilities.* 
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assure that our earnings will be pro- 
tected.” It is a big order. In 1958 
AG&E will generate 27 billion kilo- 
watt hours. Says Sporn, with uncon- 
cealed determination: “A reduction 
of 11/100ths of a mill per kilowatt 
would reduce operating expense by 


about $3 million.” 
A Firm Favorite 


Last year Wall Street, long bemused 
by industrial favorites, began to wake 
up to the utilities once again. Stability 
suddenly seemed a very desirable 
characteristic. And the utilities’ his- 
tory provides plenty of attractive evi- 
dence of stability. 

The reputation of the electric utili- 
ties for defensive strength is based on 
solid fact. In darkest 1932, for ex- 
ample, residential customers burned 


up 20% more kilowatts than in peak 
1929. The financial moral was equally 
plain. In the 1937-38 recession, when 
the Federal Reserve Board index of 
industrial production dropped 21°: 
the net income of the electric utilities 
fell only 3.7%. And in 1949, when the 
FRB index fell 16%, utilities income 
rose 15%. 

But a thoroughly chilled Wall 
Street, despite its suddenly thrown-on 
blanket enthusiasm for the utilities, 
was exercising selective enthusiasm 
at that. George McGregor’s high-fly- 
ing Texas Utilities, for example, was 
commanding a market price of $2.41 
for every $1 of book value, $18.20 for 
every $1 of earnings. Fast-growing 
American Gas & Electric was rated 
as highly; investors were willing to 
shell out $17.36 for every $1 of Phil 
Sporn’s earnings, $2.07 for every $1 
of common equity. By contrast, buy- 
ers would pay only $13.87 for each $1 
of Public Service’s earnings, $1.34 for 
each $1 of Niagara Mohawk’s book 
value. 

In a year when dividends seemed 
likely to shrivel in many industrial 
corporations, investors looked to utili- 
ties for dependable, rising payout. Says 
one Wall Street analyst: “We regard 
the ability to increase dividend pay- 
ments over the years as.one of the 
best criteria of management perform- 
ance.” 

There were some obvious standouts. 
American Gas & Electric and Texas 
Utilities have nearly tripled their pay- 
outs per share since the late Forties. 
At the opposite pole, Public Service 
and Southern California Edison had 
boosted their cash dividends by only 
20% and 50% respectively. Even big 
city utilities such as Detroit Edison 
(67% payout rise) had done better by 
their stockholders than that. 


Rival Ratings 


Dilution was a big factor in any 
choice. Con Edison stands out surpris- 
ingly for a mature-territory utility: it 
actually increased net per share fast- 
er than net income. On the other hand, 
Niagara Mohawk’s net per share grew 
only 38% as fast as its net income, 
Southern California Edison’s only 27% 
as fast. In the final analysis, of course, 
what utility stockholders want is 
not the slam-bang action of the in- 
dustrials but steady growth of earn- 
ings and dividends per share. 

Thus it is that in its strenuous ef- 
forts to match the ceaseless power de- 
mands of its customers, the electrical 
utility industry had considerably less 
to be proud of when it came to bring- 
ing home its reward to the stock- 
holder. Not by choice certainly, some 
companies clearly were following the 
fruitless course of robbing Peter—the 
common shareholder—to pay Paul. 
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BITUMINOUS COAL 





THE RICHEST MAN ON POOR STREET 


As a solid asset, what can compare with the nation’s 
largest and cheapest store of energy? Yet coal man- 
agement rarely makes its riches pay their way. 


Just four years ago, the bituminous 
coal industry stood out as one of the 
sickest segments of the U.S. economy. 
By all logic, it should have been one 
of the healthiest. As a fuel, coal rep- 
resents the cheapest and most abun- 
dant natural store of energy in the 
world. Moreover, as a chemical build- 
ing block, coal is amazingly versatile. 
There is only one trouble: the indus- 
try has only rarely been able to make 
a decent profit from its vast riches. As 
one worn Wall Street wheeze express- 
es it: “You can make anything out of 
coal—except a fair profit.” 


Leopard’s Spots? 


For this gloomy assessment there 
has been more than enough empirical 
evidence. Instead of capitalizing on 
its magnificent assets, over recent 
decades, wartime excepted, such prof- 
its as coal management has made have 
been more than offset by the losses. 
Between 1925 and 1940, the industry 
piled up $350 million in net deficits. 

Then in 1954 it began to undergo 
a hopeful change. That year all the 
Big Five bituminous coal producers, 
Peabody Coal excepted, stayed solid- 
ly in the black. As it turned out, that 
was the beginning of one of the big- 
gest and most profitable upsurges in 
coal demand in the nation’s history. 


FORBES, JANUARY 1, 1958 


After seven years of famine, the in- 
dustry fattened on a boom that sent 
production soaring to within 20% of 
the alltime high of 630 million tons 
set in 1947. Although by objective 
standards the resulting profits were 
not exactly riches, they did spell rela- 
tive prosperity. 

But can this unaccustomed pros- 
perity last? Does a leopard change its 
spots? As evidenced by the fate of 
the coal companies’ equities in the 
financial marketplace, there are ap- 





HIDDEN 
EARNINGS 


In an extractive industry like coal, 
depreciation and depletion charges 
can seriously reduce reported profits. 
Bars show depreciation and depletion 
charges per dollar of reported profits 








over the latest five year period. 


parently plenty of sceptics who believe 
not. Historically a devastatingly cycli- 
cal industry, coal has had its ups and 
downs before. As if to sharpen such 
suspicions, by mid-November coal 
output had turned down slightly 
1.5%—once again. On the evidence of 
the past, in the coal business what 
goes up soon comes down. 


A New Era? 


Coal operators, never very reliable 
seers up to now, argue that the past 
is a dead letter. The fundamental 
economics of the coal industry, they 
say, have changed—and all for the 
better. Coal is now entering a new 
era. For one thing, its prosperity now 
depends upon a radically different 
market. In place of the railroads and 
home heating uses of coal, once the 
industry’s mainstays, the and 
utility industries now provide far 
more stable and growing markets than 
ever before. Some pundits, in fact, 
expect to see bituminous 
double by 1975. 

“Rainbows,” someone has said, “are 
the royal road to ruin.” And as many 
another industry has learned, a fine 
secular growth curve for consumption 
masks many a bump along the way. 
History is strewn with corporate fail- 
ures as evidence that alluring markets 
are merely opportunities to be seized; 
but that it takes able management to 
capitalize on them. 


steel 


coal use 


How able is coal industry manage- 
ment? Like many fundamental ques- 
tions, the best answer comes by way 
of another: How well do they handle 
the tools of their trade? By the evi- 
dence already in, the reply must be: 
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with few exceptions, not well. The 
main tool of any trade is money. But 
the coal industry’s basic investment 
has not paid off well on average for 
some decades, recent prosperity not- 
withstanding. 

Much of the water, after years of 
painful fiscal dehydration, is now out 
of coal company capitalizations. But 
by another yardstick, the coal pro- 
ducers by and large do not shine as 
money managers: the willingness to 
risk new capital investment to bring 
their operations up-to-date techno- 
logically, and the ability to make 
those risks succeed. By the standards 
of other industries, coal is just dis- 
covering the industrial revolution. 

One great exception to this laggard 
mentality are the “captive” coal op- 
erators, subsidiaries of the great steel 
companies. Alert to technological 
change in steelmaking, they long ago 
applied their knowledge to coal, pio- 
neered mechanization of coal mining 
operations. Only latterly have all but 
a few coal companies followed in their 
footsteps. 

Among the first was big Pittsburgh 
Consolidation Coal Company; the U.S.’ 
largest independent producer. Long 
before coal’'s private depression, 
Chairman George Love was gripped 
with the passion to perform as much 
of the mining process as possible by 
machine. For him, the capital out- 
lays required to mechanize posed no 
terrors, and his efforts quickly paid 
off. By 1947, Love was bringing 7.2c 
out of each sales dollar down to net, 
compared with only 4.7c for the in- 
dustry. 

Even this convincing example did 
not create any stampede to mechani- 
zation by his rival operators. Slow 
on the uptake, they bemoaned rising 
labor costs and declining markets, only 
gradually dipped a toe into mechani- 
zation. Eventually even they, how- 
ever, saw the light, began cutting 
back production to only the most effi- 
cient mines. In four years’ time, the 
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number of operating mines in the 
U.S. dropped by a third. Gradually, 
continuous mining machines, power- 
ful augers, and giant power shovels 
began to gnaw their way into deposits 
that for decades had been worked 
largely by hand. 


A New Vein 


The industry’s agonies, to its last- 
ing benefit, had also done something 
more: opened up a new vein of man- 
agement. At Pittston it produced able, 
imaginative Chairman Joseph P. 
Routh. At prostrate Peabody Coal, it 
turned up a new group headec by 
Otto Gressens. In the crucible of 
ill-fortune, a wave of mergers fused 
the more likely properties into 
amalgams headed by men with the 
imagination and vigor to finance the 
mechanization the industry so badly 
needed. 

Once it got well underway, mecha- 
nization worked wonders in the in- 
dustry. So much so, in fact, that coal 
men may be now counting on it for 
a miraculous deliverance that is be- 
yond reason. But if mechanization is 
not the whole answer to the coal in- 
dustry’s problems, it has been a very 
reasonable facsimile thereof. Labor 
costs continued to mount; from $14.05 
a day in 1948, by last year the aver- 
age wage had risen to $22.25. Yet last 
year the miner who in 1948 had pro- 
duced six tons of coal a day was 
averaging 11 tons a day, and in many 
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Peabody Coal 
Pittsburgh Cons. 
Pittston 


$0.73 
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*Decrease in net per share. 


cases productivity far exceeded that 
average. At Pittsburgh Consolidation, 
the average was 12 tons per man per 
day in underground mines, upwards 
of 25 tons per man-day in stripping 
operations. At up-and-coming Pitts- 
ton, Joe Routh could boast a machine 
that produced 45 tons per man-day. 
At Peabody Coal, the new manage- 
ment which took over in 1954 has 
seen determined mechanization widen 
its operating profit margin 7.2% 
in a single year, enable Peabody to 
resume dividends last fall after a five- 
year lapse. 

Mechanization, however, did more 
than cut costs and widen profits. It 
also enabled coal operators to hold 
down their prices advantageously. 
Thus where oil and gas prices have 
wended steadily upwards for the last 
decade, coal still sells at its 1948 level. 
As a result, the industry’s competitive 
position, particularly in the Eastern 
utility market, has vastly improved. 

In view of these benefits, why had 
not the industry mechanized earlier? 
In some cases, it would not have paid 
off. As Pittston’s Routh points out: 
“At a time when producers depended 
on large-sized coal [used for home 
heating and railroad fuel] for profit- 
able operation, it wasn’t possible. 
When the market for large sizes was 
lost to oil and gas, the industry was 
able to use continuous miners, augers, 
and other new types of machinery that 
tremendously reduce costs even 
though they do break up the coal.” 
Clearly, however, most operators 
were looking backward, not forward 
for markets; utilities and steelmaking 
are not new inventions. 


Money Matters 


Mine mechanization, however, has 
not been an unmixed blessing. Under 
the old order, an average mine could 
be developed for something like $2 
a ton; mechanization has raised the 
outlay to between $7 and $10 a ton. 
Mechanization thus meant capital ex- 
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penditure the like of which the in- 
dustry had never known. At long last, 
coal management had _ discovered 
money, not merely as something you 
pick up, but also as something that 
you lay down. 


Among the Big Five these days, at 
least, the outlays add up to plenty. 
In 1956 alone, for instance, Pittsburgh 
Consolidation spent $42 million on im- 
provements and additions, Pittston 
$23 million, Eastern Gas & Fuel $11 
million. And the outlays will grow 
hugely. Some experts now predict 
that, merely to keep up with the tre- 
mendous growth in demand that lies 
ahead, the coal industry will have to 
spend some $250 million to $300 mil- 
lion a year on new plant and equip- 
ment. 


Actually, only a few of the biggest 
producers have the financial resourc- 
es to swing this kind of investment, 
much less the management ability to 
make it pay. Thus over the past dec- 
ade, good coal properties have been 
moving with increased acceleration 
from weak to strong hands. Pitts- 
burgh Consolidation, a 1945 amalgam 
of two large but notoriously unprofit- 
able coal companies, blazed the merg- 
er trail in the mid-Forties. The route 
is now well-trodden. Island Creek, 
for example, has absorbed four 
companies. Peabody merged with 
Sinclair and three others. Pittston, 
which had acquired a handful of coal 
outfits in the early Forties, has since 
brought big Chinchfield Coal into the 
fold. Pittsburgh Consolidation in the 
past few years has taken over three 
more companies. 

For stockholders, however, these 
great changes, by and large, have yet 
to yield any great gain. The price of 
merger and mechanization has nor- 
mally been serious dilution of stock- 
holders’ equity. Thus though Pitts- 
burgh Consolidation,. Peabody and 
Island Creek have latterly reported 
spectacular gains in both sales and 
earnings, earnings per share have only 
recovered to the 1951 level. In the 
case of Peabody, it is possible to argue 
that a solid base has been established 
for future improvement in earnings. 
But Pittsburgh Consolidation’s and 
Island Creek’s efforts have thus far 
merely regained lost ground. 


New Departures 


At the depths of the coal industry’s 
fortunes, many an investor might well 
have liked to abandon ship—if he 


could without disastrous loss. But 
among the ruck of operators them- 
selves, remarkably few apparently 
considered the possibility. Notorious- 
ly, the run of mining men are coal 
operators first, businessmen only a 
distant second. In temporary pros- 
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VARIABLE RETURNS 


How profitably is management putting 
stockholders investment to work? Colored 
bars show net as o % of investor's equity per 
share, averaged for latest five years. Black 
line shows year to year fluctuations in return 
over the same five year period. 
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perity, they are habitually optimistic; 
in evil times, when chances of rescu- 
ing their capital for other ventures 
are virtually nil, they are merely 
hopeful. 

Two operators who did escape, at 
least in part, in timely fashion are 
Eastern Gas & Fuel and the Pittston 
Co. Both already had a cosmopolitan 
cast to start with, and both had the 
sense to capitalize on it. 


In Pittston’s case, when the coal 
business began to go sour, Chairman 
Joe Routh lost no time in beefing up 
his company’s non-coal lines of busi- 
ness. With one hand he expanded 
Pittston’s profitable trucking and 
warehousing subsidiary, U.S. Truck- 
ing Corp. With the other he went to 
work to make Pittston a major petro- 


leum_ distributor. Explains Routh 
simply: “When we couldn’t beat them, 
we decided to join them.” 

In neither did Routh discover a 
mother lode of profit; both activities 
are substantially less profitable than 
coal operations at their best. Petrole- 
um distributing, for example, though 
it contributes half of Pittston’s sales, 
produces only 20% of its profits. But 
on the relatively small investment in- 
volved, this return is comparatively 
handsome. Moreover, the beneficial 
results are clear. Between 1951 and 
1954, while Peabody’s net was falling 
28%, Pittsburgh Consolidation’s 26%, 
and Island Creek’s 49%, Pittston’s 
earnings declined only 14%. 


Anchors to Windward 


Less spectacular, if only because it 
started from a broader base, Eastern 
Gas & Fuel also kept anchors to wind- 
ward in the industry’s stormy weath- 
er. Originally conceived by Mellon 
interests as a huge integrated produc- 
tion, transportation, processing and 
distributing empire pyramided on rich 
coal reserves, Eastern Gas & Fuel op- 
erates a _ railroad—the Virginian— 
coastwide and ocean shipping, coke 
plants, a blast furnace, and a gas 
utility. After 1947, when coal markets 
collapsed, Eastern began mechanizing 
its coal operations. But it also ven- 
tured into natural gas, built a pipe- 
line (37%-owned Algonquin Gas 
Transmission) into New England. 
With typical Boston shrewdness, it 
not only made its pipeline investment 
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Mechanization is not the whole answer. 
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pay, but also cashed in on the vastly 
improved efficiency natural gas 
brought to its Boston gas utility. In 
five short years, Boston Gas’ long- 
depressed profits rose ten times fast- 
er than sales. 


But because its non-mining opera- 
tions depend heavily on coal industry 
prosperity, Eastern was harder hit 
than most by the postwar production 
slump. Between 1951 and 1954, its 
earnings dropped 65%, a loss which 
was recouped, however, faster than 
the rest of the industry. Today East- 
ern’s President Eugene H. Bird be- 
lieves that Eastern’s vulnerability has 
been vastly reduced. Says he: “We 
would fare better if coal production 
should decline again. The stable part 
of our business—Boston Gas, the Vir- 
ginian, and Algonquin—is in far bet- 
ter shape than it has ever been.” 


The Bold & the Robust 


Such chronicles of comebacks, with 
their exotic adventures, are alluring 
stuff for speculative-minded invest- 
ors. Yet the test of strength is mis- 
fortune, and highly leveraged gains 
sometimes have equally spectacular 
sequels. Two basic assets that Wall 
Street is not likely to overlook are 
commanding market position and fis- 
cal strength. 


By far the most robust balance 
sheet among the Big Five is Pittsburgh 
Consolidation’s. Long on working 
capital, George Love can boast a 
4.16-1 current ratio, compared with 
2.71 to 1 for Island Creek, 2.08-1 for 
Peabody, 1.91-1 for Eastern Gas & 
Fuel, a thin 1.38-1 for Pittston. This, 
combined with its aggressive leader- 
ship all through coal’s depressed years, 
has left a visible mark in Wall Street. 
Where the market capitalizes $1 of 
Pittsburgh Consolidation’s earnings 
at $12.66, it puts a value of only $8.17 
on Peabody’s, $8.12 on Eastern’s, and 
$7.58 on Pittston’s. One big reason is 
Chairman George Love’s way of mak- 
ing equity dollars grow (see yard- 
sticks), which no rival among the Big 
Five can match. Only Eastern’s man- 
agement comes within a league of it. 

Yet in other respects, Pittsburgh 
Consolidation’s record is far from 
spectacular. George Love is an apostle 
of research for the industry. Says he: 
“Tremendous research has permitted 
the petroleum industry to skim off 
various fractions for higher-priced 
use and left only the residual to com- 
pete with coal. Coal must do the 
same.” Good as his word, Love has 
launched boldly out into coal gasifi- 
cation, low-temperature carboniza- 
tion, cresylic acid refining and potash 
production. Unhappily, these laudable 
excursions have yet to pay off sig- 
nificantly. In recent years, only East- 
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ern Gas & Fuel has averaged a lower 
return on book value than Pitt Consol. 

In the coal business, however, book 
figures are not necessarily realistic 
valuations. By another yardstick, 
profitability of operations, none of the 
other Big Five producers can match 
George Love’s handsome 16c operat- 
ing profit per dollar of sales over the 
last five years. 

Yet if Pittsburgh Consolidation’s 
profits have been consistently stable 
and relatively wide, its rivals’ earn- 
ings are probably somewhat under- 
stated in comparison. Thus behind 
every dollar of Pitt Consol’s net there 
is 52c in depreciation and depletion. 
Behind Island Creek’s there is 58c. 
Eastern’s earnings dollar is backed up 
by $1.04 in depletion and depreciation, 
Pittston’s by $1.26. 


PITT CONSOL’S LOVE 


Apostle of industry research. 


Where the Future Beckons 


Two things have combined to flesh 
out coal profits of late: a booming 
export market, and a burgeoning de- 
mand for metallurgical coals. Though 
both are less stable markets than that 
for steam coal (i.e., utility coal), for 
the very reason that steel production 
is less stable than power production, 
they are correspondingly more profit- 
able. High-grade metallurgical coal, 
in fact, commands about twice as high 
a price as steam coal, all things being 
equal costs no more to produce. All 
of which goes far to explain the re- 
surgence of Pittston, Island Creek and 
Eastern Gas & Fuel, all of which are 
long on metallurgical coals. Recently 
Pittsburgh Consolidation, which 
lacked only high-grade metallurgical 
coal to round out its line, paid heavily 
to acquire Pocahontas Fuel’s vast 
metallurgical reserves. 


Steelmaking, however, though 
bound to grow mightily over the long 
term, is also quite cyclical. So is the 
demand for metallurgical coal abroad. 
Thus Eastern Gas & Fuel, which re- 
portedly has little faith in the perma- 
nence of the European take, last fall 
announced that it intended to balance 
out its heavy commitment to metal- 
lurgical coal by developing a big steam 
coal property. 

Actually, despite its lower margin 
of profit, steam coal offers probably 
the industry’s greatest growth poten- 
tial. By 1975, utility demand may well 
exceed the coal industry’s whole pro- 
duction of all types by a good margin. 
Prices however remain low. In the 
past, utilities bought the small sizes 
no one else wanted for little more than 
the cost of hauling it away. Now small 
sizes are the coal industry’s bread & 
butter, but prices have been kept 
down for fear of losing utility custom- 
ers to oil and gas. 

Many producers, nevertheless, have 
still been able to turn a good profit on 
steam coal. These days Peabody Coal, 
for example, gets only $3.81 per ton 
for its steam coal vs. the $6.31 Island 
Creek gets for its predominantly met- 
allurgical coal. Yet Peabody none- 
theless brings 7.3c of the sales dollar 
down to net only .2c less than Island 
Creek. Where Island Creek’s mines 
are all underground, Peabody’s are 
nearly all strip operations. 


Bulls & Buts 


Most coal men expect prosperity to 
survive. Their utility business is 
stable in recession, and growing. 
Weak producers are being shaken 
out. Large producers now habitually 
put the entire output of new mines 
under long-term contract even before 
they go into production. Additional 
mechanization may well boost produc- 
tivity to match any wage increases. 

For these reasons, coal men are 
bulls. “Bituminous coal,” says Pitt 
Consol’s George Love, “is the fuel of 
the future, and will be called on to 
supply, as the decades roll by, an 
increasing percentage of the energy 
needs of the nation.” Adds Island 
Creek’s President Raymond Salvati: 
“The growth in demand can become 
great enough to strain the abilities of 
the coal industry and of transportation 
facilities to meet it.” 

Still, there remains at least one big 
“but.” The opportunity may be there 
—in a sense, it always has been. But 
the industry at large has yet to show 
that its management is equal to the 
occasion, whatever setbacks ensue. In 
degree, the ablest managers are at the 
mercy of the least able when things 
go awry. Of that George Love is a 
living example. 
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PAPER & CONTAINERS 





TOO MUCH OF A GOOD THING 


For the third time in a third of a century paper- 
men have over-expanded when they should have 
known better. In 1957 they began paying for their 
waywardness, but the real bite will come in 1958. 


“THE paper industry,” St. Regis 
Paper’s Roy K. Ferguson commented 
last fall, “is very lucky even if its 
operations are under 100%. Our trees 
are growing for us all the time.” Fer- 
guson was apologizing for St. Regis’ 
sharp earnings decline. It was all 
true enough, but it could not change 
the fact that St. Regis was going 
through one of the roughest years in 
its recent history. Reason: while the 
trees were multiplying, so were the 
mills that grind them into paper and 
board. 

Dazzled by their economists’ pro- 
jections of bountiful dollar harvests, 
Ferguson and most of his colleagues 
had been unable to see the forest for 
the trees, had gone on expanding at 
a rate that not even a growing mar- 
ket could absorb. It didn’t take an 
economist to predict what the result 
would be. At the end of 1957’s third 
quarter, eight big papermakers re- 
ported an average decline in earnings 
of nearly 18%. In St. Regis’ case the 
decline was an even sharper 26%. 

Not that there had been any real 
recession in the paper industry. All 
told, the eight big papermakers had 
suffered an average decline in sales 
of just 1%; Kimberly-Clark, Scott 
and Crown Zellerbach had actually 
posted sales increases ranging up to 
5.5%. 

The industry simply was suffering 
from too much of a good thing. In a 
year when demand for wrappings, 
boxes, cups, toilet tissue and all the 
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other end-products of paper had 
stopped growing, the industry had 
brought no less than 2 million tons 
of new capacity into operation. Thus 
overhead was rising when income was 
not. 

“The growth of the paper industry 
from 1952 through 1956,” admitted 
Crown Zellerbach’s Alfred B. Layton 
in a post mortem, “has been ab- 
normal—26%, for the period, or 6% 
a year compounded. The normal rate 
of growth is 4%.” Simple arithmetic 
should have convinced papermen that 





OMINOUS GAP 


Papermen have built far more 
mill capacity for paper and board 
than they can sell currently. 
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a 4% annual increase in the market 
hardly justified the increase in capac- 
ity that they had put in place 
the period. 
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So What? 


Agreed that the U.S. population 
is growing and will in time be wrap- 
ping, for example, a good many more 
groceries than at present. What, then, 
was so wrong with getting tempo- 
rarily ahead of the market? Why 
not just keep some capacity tempo- 
rarily idle? Unfortunately it was not 
quite that simple for papermen. In 
common with many basic industries, 
papermaking requires a tremendous 
investment in fixed assets. Inter- 
national Paper’s big new newsprint 
and paperboard mill at Pine Bluff, 
Ark., for example, cost well over $50 
million, produces only enough news- 
print—130,000 tons a year—to supply 
U.S. needs for one week and enough 
paperboard—165,000 tons—to last just 
four days. Such big investments mean 
heavy fixed overhead and capital 
costs. It means that the lower output 
falls, the more it costs to make each 
ton of paper. 

“Up until this year,” complains a 
well-known Wall Street paper ana- 
lyst, “we weren't much worried about 
the slambang expansion paper people 
were going in for. We assumed they 
knew what they were doing—that 
having been twice burned they would 
be thrice shy. They were wrong 
and so were we.” 

The Wall Streeter was referring to 
the fact that twice before, in the early 
1920s and again in the 1930s, the paper 
industry had expanded well but not 
wisely. The first expansion was set 
off by the development of the vast, 
low-cost Canadian timber supplies 
The second came after papermen 
learned how to make paperboard out 
of cheap Southern both 
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cases, the industry expanded for what 
seemed like good reasons at the time. 
In both cases, however, over-expan- 
sion and a decade or so of low profits 
resulted. 

How serious would the over-ex- 
pansion prove to be this time? At 
year’s end no paperman was willing 
to offer more than pious optimism in 
answer to that question. The answer 
depended in the end on what hap- 
pened to the economy. If the econ- 
omy resumed its powerful upward 
sweep, then sume of the otherwise 
excess capacity would be put to use 
and at least some of the pressure on 
prices would be removed. But on 
Wall Street at year’s end the betting 
was that the situation would almost 
certainly get worse before it got bet- 
ter. Reason: with more new capacity 
coming into operation at a near-rec- 
ord rate, the paper industry has little 
hope of equaling even 1957’s de- 
pressed average rate—even if de- 
mand picked up considerably. 


All Are Guilty 


But any indictment of the industry 
for failing to learn from past mis- 
takes must in fairness be applied to 
all the major companies. Almost 
without exception the large paper 
companies succumbed to the urge to 
get bigger. This major miscalculation 
aside—a mistake that could yet be 
redeemed by a big surge in demand 
after 1960—how well-run have the 
big paper companies been? On the 
whole the answer must be: fairly 
well. Certainly by comparison with 
their rivals for the container market, 
the nation’s two big can makers, they 
have done well. 

So far as return on their stock- 
holders’ equity is concerned, every 
one of the eight major papermakers 
did better than William Stolk’s giant 
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American Can Co., biggest concern in 
the entire container industry so far 
as assets are concerned. Five of the 
eight showed a higher return on 
equity than Lucius D. Clay’s con- 
glomerate Continental Can Co. 

Yet, of the lot, only two companies 
show up on Forses’ Yardsticks as 
demonstrating superior management. 
One is Walter Paepcke’s Container 
Corp., which usually earns a striking 
16.6% return on stockholders’ equity. 
A close second for good management 
of its owners’ money was President 
Thomas McCabe’s Scott Paper Co. 
Scott’s score: 14.4% on the invest- 
ment dollar. 

“Give me,” Container’s Walter 
Paepcke never tires of saying, “a good 
return on invested capital and I won't 
worry much about sales. We're in 
business to make our money grow, 
not to build a monument of high sales 


CONTAINER CORP.’S PAEPCKE 


“Give me a good return.” 
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volume.” Paepcke’s' record (see 
yardsticks) shows that he practices 
what he preaches. His high score in 
return on equity is one proof. That 
he stands second only to Scott Paper 
in making plowed-back profits work 
hard for stockholders is another. 
Paepcke’s Container Corp.’s rise in 
earnings over the latest five full years 
was the equivalent of the 15.9% re- 
turn on the profits he has plowed back 
into the business. 

Paepcke has earned this return by 
locating his box and board plants 
in 45 major cities of the U.S., thus 
keeping them close to market and 
cutting down shipping costs. Sprin- 
kled into this chain are six old 
wastepaper mills, which most pa- 
permen sold off years ago but which 
still earn a fair return on what has 
now become an extremely nominal 
book value. 

Another feature of Paepcke’s oper- 
ation: his insistence on squeezing 
every bit of mileage he possibly can 
out of his working capital dollar. 
Paepcke so manages his corporate 
affairs that he needs just $1 in work- 
ing capital for every $7.73 in sales. 
The only other container maker 
stretching its working capital dollar 
anywhere near that far is Lucius D. 
Clay’s Continental Can, which makes 
$1 in working capital finance $7.23 
in sales. 

But even shrewd Walter Paepcke 
has gotten ahead of himself in ex- 
panding. During 1956 and 1957 he 
spent upwards of $55 million for ex- 
pansion and capital improvements— 
more than he had in the preceding 
eight years put together. Yet in the 
first three quarters of 1957, Container 
Corp.’s sales slipped 8%. Burdened 
with higher overhead and rising costs, 
its profits per share slumped 18% over 
the same period of 1956. 


FORBES, JANUARY 1, 1958 





Not By Statistics Alone 


One big feather in Paepcke’s hat: 
he is one of the few “independents” 
left in the box business. Among his 
major competitors, Robert Gair has 
long since sold out to Continental Can 
and National Container to Owens- 
Illinois Glass. Paepcke, however, is 
determined to follow his own path. 
“We're the largest in our field,” says 
he firmly. “Only International Paper 
is bigger in boxes, and if they ever 
looked at us cross-eyed, the anti-trust- 
ers would climb down their throats.” 

But Walter Paepcke does not rate 
high marks solely on survival and a 
high return on capital. Alex Calder 
Jr.s| Union Bag-Camp Paper has 
earned very nearly as much on every 
dollar of stockholders’ equity in the 
latest five years as has Container 
Corp. But good management is not 
measured by statistics alone. The 
fact is that Calder’s success is consid- 
erably more’ circumscribed than 
Paepcke’s. Most of Union Bag’s daily 
2,000 tons of bags, boxes and board 
come from a single huge plant in Sa- 
vannah, Georgia, in the heart of the 
southern pine belt. This has its un- 
doubted advantages. Calder has only 
nominal freight rates bills to pay for 
getting his logs to the mills. Even 
better, when Calder wanted to ex- 
pand he had merely to add another 
machine to his plant. The cost was ex- 
actly half the price that other paper- 
men had to pay for building a new 
mill. 

But Calder may already have 
squeezed all the advantages he can 
from his huge plant. Observes one 
analyst: “Union Bag has no place to 
grow. They can’t keep expanding 
that one mill indefinitely.” Calder, it 
is true, had moved into Virginia when 
he merged with Camp Paper in 1956, 
but this merger has done precious 
little to boost Union Bag’s earnings 
per share. Reason: like most of Cal- 
der’s expansion it was paid for in 
common stock. Thus Union Bag’s 
earnings per share have grown only 
16.5%, as fast as total net, though 
Paepcke’s. stockholders have seen 
their earnings climb 89% as fast. 
While Union Bag’s per share earnings 
did not grow at all between 1947 and 
1957, Container Corp.’s were up by 
a fast-paced 40°. 


Boxed In 


Sheer profitability can hardly be 
considered the only criterion of man- 
agement, however basic it may be. 
The ability to deal with a difficult sit- 
uation is another fundamental meas- 
ure of management. Continental 
Can’s Lucius Clay and Canco’s Stolk, 
for example, have been caught in a 
squeeze. In their case, it is true, the 
pincers have been applied by the na- 
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HIGH CLIMBER 


Capacity was up, too. 


tion’s steel companies, which have 
continually boosted prices, which the 
can-makers could not pass on to their 
own highly competitive market. To 
get out of the squeeze both compa- 
nies have set about diversifying into 
other forms of packaging. 
Continental has had to issue vast 
amounts of stock to diversify itself 
into glass and paperboard, so stock- 
holders had to be satisfied with earn- 
ings that grew only 33° as fast as 
total net. American’s stockholders, 
even worse off, had to settle for ex- 
actly 28°. 
Will the end, finally, justify the 
means? So far, it has not for Conti- 
nental. Clay diversified by buying 
into the old, hide-bound Hazel Atlas 
Glass Co., had to spend heavily to 


SCOTT PAPER’S McCABE 


Profits from the prosaic. 


modernize it last year and probably 
will receive no profits from the new 
subsidiary until 1959. His recently- 
acquired Robert Gair division was 
not much better off in the hard-hit 
paperboard industry. 

Stolk perhaps shopped more wisely, 
if more belatedly. His new Marathon 
Corp. not only is well situated in 
containerboard, but also has a stake 
in still-booming sanitary tissues. 
Dixie Cup, his second acquisition, of 
course, is the famed old maker of 
paper cups. Competition has been 
keen in this field, it is true, but sales 
are expected to boom as today’s chil- 
dren become tomorrow’s pop-drink- 
ing and picnicking teen-agers. 

Stolk, however, has not forsaken 
cans for his new paper containers. 
During the year, he was moving ahead 
with a $27 million program which will 
enable Canco to process its own tin 
plate from steel coils rather than 
sheets. By thus performing one of the 
tasks for which steelmen 
Stolk hopes to lower his 
costs. 


charge, 
own can 


Is Bigness Good? 


What about the industry's Big 
Three, International, St. Regis and 
Crown Zellerbach? Does their very 
size give them an advantage in paper- 
making? Certainly it has given them 
no superior judgment. Like every- 
body else in the industry, they ex- 
panded their way into lower earnings 
for 1957. At the three quarter mark, 
International's earnings per share 
were down 20.1%, Crown Zeller- 
bach’s 23.1% and St. Regis’ 26.2%. 

As a rule, however, the Big Three 
do not move in such Take 
the matter of debt. International's 
John Hinman has avoided long-term 
debt. International’s entire ten-year 
capital development program was 
paid for out of the corporation’s own 
cash flow. St. Regis’ Ferguson and 
Crown-Zellerbach’s Layton, on the 
other hand, have never hesitated to 
leverage their stockholders’ 
with large amounts of 
money. 


unison. 


dollars 
borrowed 


Borrowing, of course, is justified if 
it helps a corporation get where it is 
going faster or if it increases the 
earnings available for common stock- 
holders. Crown Zellerbach meets the 
tests. Leveraging its equity with bor- 
rowed dollars, Layton showed what is 
easily the best return on equity 
among the Big Three. St. Regis did 
not pass the test. Even with his bor- 
rowed money working for him, Fer- 
guson produced the lowest return on 
equity of the three, managed to in- 
crease earnings per share hardly at all 
between 1951 and 1956. One reason: 
despite the borrowing, Ferguson in- 
dulged his taste for expansion by 
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freely trading St. Regis common for 
other companies. Result: a 32.6% in- 
crease in common capitalization in 
just five years. 

Being debt-free in a cyclical in- 
dustry has, of course, its advantages. 
But in International’s case the price 
has been high. To raise the cash to 
expand the business, Hinman has had 
to hold dividend payout to just over 
40% of earnings, lowest in the paper 
and container business. It all seemed 
rather unnecessary when Hinman 
could have borrowed money at a cost 
after taxes of 2% or less. 

Crown Zellerbach rates at least a 
consolation prize on another score: 
it was among the first major paper- 
makers to see that the industry was 
expanding into trouble. As early as 
1956, its former Chairman, U.S. Am- 
bassador to Italy James David Zeller- 
bach warned: “Some temporary over- 
production . . . will materialize if all 
contemplated new capacity actually 
comes into production in 1957 and 1958.” 
Since then the company has cut back 
its expansion program. “We're in 
the process,” explains President Lay- 
ton, “of completing facilities started 
two years ago, and we have no new 
major projects on the board. Next 
year we'll be confining capacity ex- 
pansion to an amount not to exceed 
the excess funds we have on hand, 
plus estimated cash flow.” 


The Tribulations of David Luke 


West Virginia Pulp & Paper’s ex- 
tremely able David Luke was another 
paperman who realized before most 
that the industry was building too 
many mills. But Luke shrewdly made 
his biggest move well before the era 
of frenzied building got started. As 
Luke was aware, West Virginia was 
at the mercy of the box-makers who 
were the sole outlet for its paperboard. 
In times of over-supply, they could 
nearly dictate their own price. So 
Luke near the end of 1953 went into 
the market and bought Hinde & Dauch 
Co., a huge maker of boxes. The 
merger was a good one but the price 
was stiff: Luke had to pay out 1.3 
million shares of West Virginia com- 
mon to get Hinde & Dauch. But 
Luke reasons that the dilution even- 
tually will prove its worth. Not only 
does it give West Virginia a far 
higher degree of integration than it 
formerly had but assures the com- 
pany of a captive market for its 
paperboard in good times and bad. 
“And that,” says one Wall Stret paper 
analyst flatly, “was probably the 
smartest move West Virginia could 
have made.” 


The High Tissue Profits 


Unlike Luke, Scott Paper’s Presi- 
dent Thomas B. McCabe has never 
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American Can $0.80 

Container Corp. 0.78 

Continental Can 0.58 

Crown Zellerbach 1,58 

Int'l Paper 1.10 

Kimberly-Clark 1.25 14.98 

St. Regi Paper 0.89 8.90 

Scott Paper 1.91 19.10 

Union Bag-Camp 1.35 9.93 . 
W. Va. Pulp & Paper 1.03 11.05 1.22 


been troubled by lack of integration. 
Scott carries the product from the 
trees right into the kitchens and 
bathrooms of the entire world. From 
his prosaic products, McCabe has 
made exceptional profits. Over the 
past five years, he has earned no less 
than 28.4c for every $1 he has in- 
vested in his business. This high re- 
turn allowed McCabe to pay out a 
walloping 68.2% in dividends to 
stockholders and to expand at the 
same time. 

There are drawbacks to this trade. 
Dealing with consumers, McCabe 
must tie up $1 in inventory for each 
$5.80 of sales, whereas a box-maker 
like Container Corp. can sell $11.27 
worth of products on $1 of inventory 
and a can-maker like Continental 
$7.23. This has made Scott almost as 
thirsty for capital as its famed tissues 
are for moisture. But by using his 
credit to borrow at a relatively low 
cost, Scott has held equity dilution 
to a minimum despite the fact that 
he has poured no less than $150 mil- 


AMERICAN CAN’S STOLK 
Pcper meant profits. 


lion into capital spending in the past 
five years. 

But McCabe shrewdly built up the 
Scott-trademarked line to the point 
where it accounts for 78% of his sales. 
That way, he could count on a cer- 
tain amount of loyalty in lean years 
that no box-maker would dream of 
giving to a paperboard manufacturer. 
Result: if prosperity is a _ relative 
thing, Scott was prosperous during 
1957. In a year when many big paper- 
makers showed declines of 20% to 
25% in profits, McCabe held his own 
nine-month slide to a minor 3%. 

Scott, of course, benefited from the 
fact that it is not really a paper com- 
pany. Notes one high-placed execu- 
tive: “There’s no overlooking the fact 
that we make finished paper products 
right back to the woods. But people 
often tell us that we ought to be 
compared with General Mills, Gen- 
eral Foods and Campbell Soup, rather 
than with the rest of the paper trade. 
And it’s true that our outlets, to a 
large extent, are the grocers and the 
supermarkets of the country.” 

But McCabe’s biggest competitor, 
Kimberly-Clark, which is also in con- 
sumer lines, suffers by comparison. 
John Kimberly’s return on equity 
(see yardsticks) has been far lower 
and Kimberly has been able to coax 
only 5c more in earnings out of each 
$1 he has re-invested in the huge cel- 
lulose plants that make his sanitary 
napkins, Kleenex facial tissues and 
Delsey toilet tissues. 

On one score, though, Forses’ yard- 
stick has done an injustice to John 
Kimberly. This is his minuscule 
5.8% growth in stockholders’ equity. 
Actually, it is a quirk of bookkeeping. 
Two years ago, Kimberly merged 
with International Cellucotton, which 
was really the marketing arm of 
Kimberly-Clark. Its main 
however, were its sales skill. While 
undeniably valuable, Cellucotton’s 
assets were not the kind that show up 
on balance sheets. 

Significantly, Kimberly-Clark and 
Scott are both largely sticking to con- 
sumer lines to broaden their sales. 
Thus though Kimberly-Clark bought 
the $30-million-a-year Peter Schweit- 
zer Co., which makes cigarette paper, 
John Kimberly is also moving into 
table napkins and kitchen towels, two 
products which Scott has successfully 
marketed with its tissue lines. Mc- 
Cabe, for his part, is moving into paper 
cups and Kimberly’s sanitary nap- 
kins. But though they are compet- 
ing more and more directly, Kim- 
berly-Clark still has a long way to 
go to catch its slightly bigger rival in 
the tissue trade—just as the entire 
industry has a long way to go before 
demand is likely to be again in bal- 
ance with capacity. 


assets, 
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GLASS 


MASTERS OF THEIR CRAFT 


In glassdom’s 1957, those companies flourished 
best which minded their business by sticking 


to glassmaking and their own 


specialties. It 


was an experience that should give sober second 
thought to faddists of the corporate hodgepodge. 


WaLk of a Sunday down the rows of 
any middle-class housing develop- 
ment. Observe, through the plate 
glass windows framed. with fiber glass 
drapes, the family sitting around the 
big glass picture tube of their TV set. 
Note how they pour drinks from glass 
bottles into “glasses.” And throw a 
passing glance at the new cars with 
their flamboyant wrap-around wind- 
shields and new-style twin headlights. 

A case could certainly be made that 
the suburbanites were living, if not 
in a glass cage, at least in a sort of 
glass age. But not only the suburban- 
ites. The technological and merchan- 
dising genius of one of the best-man- 
aged U.S. industries has seen to that. 
Glass, being what one expert called 
“the closest thing to a universal ma- 
terial,” has worked its way more and 
more onto the walls of skycrapers and 
factories. As fiber glass it is used 
increasingly to make such assorted 
items as dresses, drapes, bodies for 
boats and cars, and for insulation. In 
other forms, the U.S. auto industry 
uses some $350 million a year worth 
of glass. The electronics industry as 
we know it today could scarcely exist 
without glass products. 
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This being so, it was hardly sur- 
prising last year that the glassmakers 
felt most of the aches and pains that 
afflicted the slowing U.S. economy. 
Housing starts were down from 1.1 
million to one million and Owens- 
Corning Fiberglas, a big supplier to 
that industry, showed its smallest 
sales gain since 1949.. The auto in- 
dustry sales picture was foggy and 


GM’s troubles hit Libbey-Owens-Ford 


LIBBEY-OWENS-FORD’S BIGGERS 


G. M.’s troubles were his. 


right where it hurt: in deliveries of 
its bent glass windshields to its best 
customer. As a result, L-O-F’s sales 
in the first nine months took their 
worst slide since the war. 


Assorted Aches & Pains 


Even Pittsburgh Plate Glass, which 
did well in Detroit and well in paints, 
was able to up sales just 7.5%. The 
paper industry was moderately de- 
pressed and so was Owens-Illinois 
which sells some $65 million worth 
of paperboard and corrugated con- 
tainers. Corning Glass, for its part, 
was nicked by the drop in output of 
TV sets, more than two thirds of 
which come equipped with Corning- 
made picture tubes. 

Scattered price boosts, where the 
traffic would bear them, helped some 
But even so it was hardly surprising 
that the five largest glassmakers 
were able to raise sales only $28 
million to $1,268 million in the first 
three quarters of 1957. Even then, 
the 2.3% overall increase was made 
possible by Pittsburgh Plate Glass 
whose cash registers rang merrily 
with sales of wrap-arounds for Chrys- 
ler’s 1957s. 

Still, it hardly amounted to much 
of a “recession.” No dividends were 
passed, no face-saving shakeups took 
place. The Big Six glassmakers 
earned a combined $113.4 million, 
down only a touch from the $114.1 
million of 1956’s first nine months. 

For the major glassmakers it was 
clear at year’s end that it would take 
a more serious business dip than was 
yet in view to put a real crimp in 
their profits. That, of 
more than could be many 
other U.S. industries, where dividend 
cuts and sharp profit declines were 
the order of the day. Once again, at 
least four of the Big Six glassmakers 
had given a convincing demonstra- 
tion of the kind of good management 
that has won for glass the well-de- 
served reputation as one of the best- 
run industries in the U.S 


course, was 


said for 


There’s Gold in Glass 


A profitable case in point was Lib- 
bey-Owens-F ord, run since its found- 
ing in 1930 by John D. Biggers, prob- 
ably the ablest executive the modern 
glass industry has produced. On a 
sales drop of close to 12% in the first 
nine months, Biggers and President 
George P. MacNichol Jr. held thei: 
company to a decline in per share 
profits of just 7.79%. Thus did Biggers 
and MacNichol L-O-F 
its reputation of being one of the big- 
gest profitmakers in relation to its 
size in all U.S. industry. Despite the 
sharp drop in sales, L-O-F earned 
a fat 19.5°7 on its stockholders’ money 
in the latest 12 months, a rate of prof- 
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itability matched by fewer than 44 
out of the 198 companies in Forses’ 
1957 survey. Its big rival in the auto- 
and-plate glass business, Daniel G. 
Hill’s Pittsburgh Plate Glass Co., was 
a shade under 15%. 

William Decker’s brilliantly run 
Corning Glass Works did extremely 
well. It turned a profit amounting to 
20% on stockholders’ equity in the 
same period. And ably managed lit- 
tle Anchor Hocking earned better 
than 16% on the money its stockhold- 
ers had invested in the business. De- 
spite its sales drop, Owens-Corning 
managed nearly 13%. 

All in all, few on Wall Street were 
inclined to argue with the conclusion 
that glass last year was second only 
to chemicals as the most profitable 
industry in the U.S. In general it is 
basic economics as well as basic hu- 
man experience that this kind of suc- 
cess breeds emulation and competi- 
tion. 

The glass industry should have 
been a sitting duck for competition, 
the kind of competition that has kept 
profits low in the building materials 
industry. A few signs of stepped-up 
competition there undoubtedly were: 
greatly expanded European and Japa- 
nese plants continued for the third 
straight year to pour more glass on 
the U.S. markets than they had the 
year before. The Ford Motor Co. 
made it clear it intended expanding 
its own glass plants, would eventually 
cut down on purchases from its tra- 
ditional supplier, Pittsburgh Plate 
Glass Co. 

But by and large, except for the 
Ford move, the threat was largely 
minor league. Again last year Pitts- 
burgh Plate and Libbey-Owens be- 
tween them supplied an overwhelm- 
ing 75% of all plate glass used in 
the U.S. Corning and Owens-Illinois 
made virtually all the TV electronic 
and specialty glass. The glass bottle 
remained the nearly exclusive pre- 


76 


13.8¢ 


46.0% 
90.0 
71.0 
99.0 
61.0 
48.6 


104.5% 

102.4 
97.7 
67.1 
56.5 
80.6 


48.9% 
50.7 
57.7 
32.3 
59.8 
48.6 


serve of Owens-Illinois and Anchor 
Hocking. And in the thriving glass 
fiber field, even though mighty Pitts- 
burgh Plate and L-O-F are trying 
to catch up with him, pioneer Harold 
Boeschenstein’s Owens-Corning re- 
mains ahead by many laps. 


Where’s the Competition? 


Why were there so few big glass 
companies when returns of as much as 
20% were available? What about the 
professional diversifiers, the compa- 
nies looking for new outlets for their 
dollars? Why did they overlook glass? 

It could be argued that glass is a 
billionaire’s game. Unquestionably 
it takes big chunks of capital to oper- 
ate successfully in glass. To sell every 
$1 million worth of goods, Bill Deck- 
er’s Corning Glass in 1956 had to 
carry $842,000 worth of plant and as- 
sets on his balance sheet. That was a 
great deal of capital, especially con- 
sidering that Corning’s sales hit $163 
million; Libbey-Owens-Ford needed 
$670,000 worth of plant to produce 
$1 million worth of goods. By con- 
trast, even so capital-hungry a giant 
as General Motors needed but $609,- 
000 in capital to generate $1 million 
worth of sales, while such a big de- 
fense contractor as General Dynamics 
needed but $415,000 worth. 

“Glass,” says Harold Boeschen- 
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Anchor Hocking 
Corning Glass 
Libbey-Owens-Ford 
Owens-Corning 
Owens-Illinois 
Pittsburgh Plate 


$0.47 
3.14 
1.47 
1,59 
0.95 
1.25 


14.8% $1.00 


stein, explaining this intensive use of 
capital, “is a continuous process in- 
dustry, which means you must work 
your plants seven days a week—an 
expensive item ... You're handling 
raw materials at high temperatures, 
you need a tremendous investment 
in mechanical installations.” 
Granted. But Boeschenstein would 
be the last to call this the whole 
story. To talk of glass exclusively in 
terms of capital and technical proc- 
esses is to overlook that most basic 
ingredient of modern business suc- 
cess: good management. The plain 
fact was that the major U.S. glass 
companies were exceptionally efficient 
and exceptionally well-managed. 
Well-managed and—by and large— 
thoroughly masters of their craft. 


Small But Profitable 


Good management, indeed, was as 
essential an ingredient of success in 
glassmaking last year as capital or 
technological proficiency. The glass 
industry, in fact, has some special 
rules of good management. One of 
the most important: single-minded 
specialization. In fact, it could well 
be argued from the evidence of 1957 
that management was the most im- 
portant ingredient. Take the case of 
Lancaster, Ohio’s little (assets: $63.8 
million) Anchor Hocking Glass Corp. 
and its president William V. Fisher. 
Anchor Hocking is barely one seventh 
as big as giant Owens-Illinois, its 
major competitor. This did not pre- 
vent Bill Fisher last year from run- 
ning fiscal rings about John P. Levis’ 
Owens-Illinois. Levis, by sheer size, 
sold a probable five-times as many 
glass bottles and other containers as 
Fisher did. But when the full-year 
profit figures are in, Wall Street ex- 
pects Anchor Hocking to earn a re- 
turn on stockholders’ equity of at 
least 42% more than giant Owens- 
Illinois. 

Smallest by far of the six glass- 
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Will you “weather the winter” in 


During the stormy, disagreeable winter 
months, the usual seasonal illnesses . . . 
especially colds, pneumonia and influenza 

. . may strike with increasing frequency. 
And this winter brings another variety of 
influenza—* Asian flu.” 


The symptoms of “Asian flu” are much 
like those of other “grippy” colds . . . fever, 
marked tiredness, and aching, especially in 
the back and legs. Should these symptoms 
occur, call your doctor, go to bed . . . and 
stay there until he tells you that the likeli- 
hood of complications is over. Barring 
complications, doctors recommend home 
care rather than hospital treatment. 


“Asian flu,” like a severe cold, can lead 
to pneumonia. Medical science, however, 
has become increasingly skillful in treating 
pneumonia with antibiotic drugs. Today, 


all but a very small proportion of pneu- 
monia cases are saved. But treatment must 
be started promptly by your doctor to 
bring pneumonia under control quickly. 
How you combat any respiratory disease 
depends a lot on your physical condition. 
While it is wise to maintain your general 
health in every way, it is equally wise to 
take preventive measures which may help 
guard against all respiratory infections. 
Keep away from crowds as much as you can. 
Guard against chilling and dress warmly. 
Avoid people who have respiratory disease. 
Cover your coughs and sneezes with paper 
tissues. 
Dispose of used tissues immediately. 
Wash your hands thoroughly before eating. 
Wash eating utensils in hot, “‘sudsy” water, 


good health? 


scald them in boiling water and let them 
drain dry or use disposable cups and dishes. 


Isolate any member of your family who has 
cold or flu-like symptoms. 

Your doctor may also advise vaccination 
against “Asian flu.” 

Be sure to stay in bed as long as your 
doctor recommends. Rest the 
chances of complications. And if you stay 
“out of circulation,” others will be pro- 
tected from your infection. 


reduces 


Since sickness may occur at any time in 
any family, someone in every household 
should know the principles of home nursing. 
Metropolitan’s new Home Nursing Hand- 
book explains what you can do for a sick 
person’s comfort, contentment and re- 
covery. Use the coupon below for your 
free copy. 
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Metropolitan Life Insurance Co. | 
1 Madison Ave., New York 10, N. Y. 

Please mai! me a free copy of your 
booklet ““Home Nursing Handbook,” 
1-58-F. 
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makers in Forses’ survey, Anchor 
Hocking was nonetheless the only one 
to show appreciably higher profits in 
1957. Nor was this any flash-in-the- 
pan. Anchor Hocking under hard- 
working Bill Fisher’s guidance has in- 
creased profits faster over the past five 
years than any of its big, glamorous 
competitors (see chart). 

At first glance, the comparison might 
seem somewhat unfair to Owens-Illi- 
nois’ Levis. Clearly the slump in his 
paper division was part of a general, 
industry-wide downturn and there- 
fore beyond his control. It remains 
true, however, that Fisher shrewdly 
stuck to his own specialty. Owens- 
Illinois, on the other hand, became 
the most miscellaneous of all. 

The wag who referred to Owens- 
Illinois as “an investment trust that 
makes bottles” was exaggerating. Yet 
he was putting his finger on an unde- 
niable fact: Owens-Illinois is a rather 
strange breed of cat. Aside from an 
annual $300-million output of bottles, 
which it sells in competition with 
Anchor Hocking, it competes with 
Corning for TV picture tubes, again 
with Anchor Hocking in tableware. 
Owens-Illinois is in the building ma- 
terials industry with its silicate insu- 
lation material and in the paper and 
container business to the tune of 
some $65 million a year since its 1956 
merger with National Container. 

On top of all this, Owens-Illinois is 
a kind of investment trust. It owns 
an assorted grab bag of securities, 
containing among other things, 325,- 
000 shares of Monsanto Chemical, 
417,886 of Continental Can, 1.2 mil- 
lion of Owens-Corning Fiberglas and 
270,000 of Container Corp. Total value 
of the stockholdings: $80 million. 

Yet all this exceptional diversity 
has not paid exceptional dividends. 
Owens-Illinois’ return on stockholder 
equity is the lowest among the big 
glass companies. This despite the fact 
that $155 million worth of senior capi- 
tal gives its shares the highest degree 
of leverage in the business. 

In contrast, little Anchor Hocking 


sticks single-mindedly to bottles and 
tableware. This single-mindedness 
has paid off. So have Bill Fisher’s 
shrewd plant location policy, manu- 
facturing efficiency and sales perspi- 
ration. His very success showed that 
such old-fashioned corporate virtues 
are not entirely outdated. 

Shrewd John Biggers can attest to 
the same fact. Biggers has never felt 
the urge to diversify his big Libbey- 
Owens-Ford. In 1957, as in 1930 when 
Biggers first headed up the newly 
formed company, roughly half of 
L-O-F’s sales volume went into autos 
via General Motors, its best and old- 
est customer, the other half mainly to 
the building industry. Explains Big- 
gers: “We have never believed in 
roaming all over the business map. 
Flat glass is the business we know 
best. By sticking to it, we have done 
better than most other people.” 

Biggers was being modest: L-O-F, 
as we already pointed out, is one of 
the 44 most profitable companies in 
the land in terms of return on in- 
vestment. L-O-F has been so profita- 
ble, in fact, that Biggers has been able 
to expand his plants by some $109 mil- 
lion in the last five years without 
borrowing a penny and paying in 
dividends generous 58% of earnings. 


Masters of Their Trades 


If a single rule can be distilled from 
all this experience, it is: in glass it is 
better to be a master of a few trades 
than a jack of many. Two masters of 
their trades, though of quite different 
trades, are Boeschenstein’s Owens- 
Corning Fiberglas and Bill Decker’s 
Corning Glass Works. Corning makes, 
as Bill Decker never tires of pointing 
out, some 35,000 different products, 
but all have a common thread. They 
are distinguished in the industry for 
their specialized character. Because 
it has gone so deftly down its own 
private path, Corning is very close to 
being a monopoly in many of the 
fields it serves—not through restraint 
of trade but because it has remained 
so far ahead of potential competition. 





GROWTH IN GLASS Glassmaking, a process 


thousands of years old, is one of the real growth industries of today. Here is how 
the major glass companies stack up in earnings’ growth in recent years.* 


*1957 per share earnings as an increase over average per share earnings 


for the period 1949-1951. All 1957 earnings are FORBES’ estimates. 
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So intent has Corning been on 
minding its own shop, second in prof- 
itability only to Libbey-Owens-Ford, 
that it has frequently practiced a kind 
of corporate mitosis. In this process, 
Corning throws off as partly owned, 
separate corporations’ valuable know- 
how that does not quite fit its product 
lines. Boeschenstein’s own Owens- 
Corning, jointly sired and originally 
nurtured by Corning and Owens-lIlli- 
nois, was one such. Like parent Corn- 
ing but unlike parent Owens-Illinois, 
Boeschenstein’s O-C-F has been con- 
tent to devote all its energies to one 
field. Result: a net profit growth from 
$380,000 to $10.4 million in ten years. 

Few on Wall Street would care to 
claim that Owens-Illinois was less 
proficient as a glassmaker than Corn- 
ing, Owens-Corning or  Libbey- 
Owens-Ford. But to the cold eye of 
a Wall Street statistician there is no 
avoiding the fact that neither Owens- 
Illinois, nor that biggest of all glass- 
making companies, Pittsburgh Plate 
Glass, came up to glass industry 
standards of profitability last year. 

Why was this so? One Wall Street- 
er, who knows the industry well, ex- 
plains it in these words: “Pittsburgh 
Plate and Owens-Illinois have tried 
to go in too many directions at once. 
Both would have been better off stick- 
ing to their original lines, plate glass 
in Pittsburgh’s case, glass containers 
in Owens-lIllinois’.” Perhaps he was 
being a bit hard on the two compa- 
nies. Certainly Pittsburgh Plate has 
done well enough in its paint busi- 
ness and its Columbia Southern 
Chemical division has been no slouch 
in a highly competitive business. 


Food for Thought 


Still, there is no denying that Pitts- 
burgh Plate fell short of Libbey- 
Owens-Ford by almost any statistical 
standard. In terms of return on stock- 
holders’ equity, L-O-F led by 21% 
to 14.4%. Both companies have grown 
in the past five years, but, thanks to 
its’ superior profitability, Libbey- 
Owens-Ford was able to finance its 
entire expansion out of earnings and 
yet continue to pay quite liberal divi- 
dends. Pittsburgh Plate, on its part, 
has had to hold stuckholders to a far 
smaller earnings payout and has bor- 
rowed $51.5 million besides. 

No doubt glass is a special kind of 
business, and its rules may not have 
universal business application. Still, 
the industry offers food for thought to 
all enthusiasts of corporate diversity. 
For there can be little doubt that such 
big and well-run but diverse compa- 
nies as Pittsburgh and Owens-Illinois 
were bested last year in the battle 
of the balance sheet by smaller but 
essentially single-minded competitors. 
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ETHICAL DRUGS 





DOLLARS & DRUGGISTS 


Breasting the ebb tiae in Wall Street, these vigor- 
ous industrials continue swimming onward and up- 
stream. Their buoyancy: infants and oldsters. Their 
goal: profits through health. Possible obstacles: a 
fast rate of obsolescence and a high degree of risk. 


IN AN industry whose luck may lie in 
a hormone, whose gambles are on 
new things not yet in use, not in sell- 
ing a new variation of a familfar 
product, it is difficult to assess the 
comparative merits of management. 
Past performances are history, even 
those of 1957. Future individual 
earnings in ethical drugs can only be 
seen in the crystal ball. 

One thing is certain, however: tak- 
ing the seven largest publicly held 
firms as a group, they have done 
very well in the recent good years, 
with magnificent earnings in the face 
of a general decline. 

Security prices of the conglomerate 
industry lumped as “drugs” entered 
1956 at 200% (on the 1941-43 base), 
started 1957 at 230, and now are at a 
new year with a composite average 
needling 300%. Thus they out-paced 
the economy even during the bull 
market. Within the catch-all drug 
industry the “ethicals” have racked 
up more than their share of the 
boodle. Their dollar sales have steadi- 
ly soared, with net income to match 
the rise, except for a brief price-war 
in 1952-53, when they were taking 
each other’s competitive measure. 


The Picture of Health 


Back in 1939 when a family mem- 
ber felt ill, the usual thing was to 
reach for a familiar household rem- 
edy in the medicine cabinet. To- 
day the first thing to do is “to see 
the doctor.” The doctor prescribes a 
new vaccine to ward off an epidemic 
disease, a new antibiotic, with a hard- 
to-remember name, to cure an infec- 
tion, a new steroid hormone to 
improve a condition. New products 
are ordered to nurse an infant into 
manhood, others to keep grandfathers 
from the grave. Potions are found to 
restore lunatics to lucidity, to reduce 
the anxieties of living a much longer 
life. Medical progress has not yet 
achieved the Biblical benchmark of 
Methuselah, but it’s brought Ameri- 
can life expectancy up to a ripe and 
potentially cheerful age of 70. 

All this makes a wonderful market 
for the ethical drug industry. Since 
1939 branded and advertised patent 
medicines have increased sales a 
healthy 300%. Meanwhile, the un- 
advertised ethicals have shot up 
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1,100%, as genetics, pediatrics and 
geriatrics have taken the stage, with 
the doctors calling the tunes. 

The results, by any measurement of 
social value, have been very good. 
Reportedly many of the over-crowded 
hospital beds occupied by mental 
patients have been vacated, thanks to 
the use of tranquilizers, to make room 
for more disturbed citizens. The 
American Manufacturers’ Association 
was able to hold a convention at Sar- 
anac Lake, once mainly inhabited by 
hopeless tubercular patients, because 
the place had been emptied—not by 
death but by drugs. 


Synthesizing Profits 


But how about the druggists as in- 
vestments? How well have they done 
in synthesizing profits from their large 
opportunities? 

Certainly there has been little in 
the way of fiscal fireworks in the way 
the industry has managed its affairs. 
One peculiarity of the ethical drug 
industry is that, mercurial though its 
business is by any standard, it is so 
conservatively financed that the lead- 
ers are without debt worth mention- 
ing and few preferred stocks. A share 
of common stock is generally a full 
share in the company’s business. One 
obvious reason is that a large capital 
investment in plant is not required 
to produce a large volume of spe- 
cialty sales. Major expenses are cur- 
rent costs for research, for which 
debt cannot reasonably be incurred. 

But to sav this much is not to utter 
the final word on the financial affairs 
of the druggists. In accomplishment 
and in method each is very much an 
individualist. Smith, Kline & French 
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appears to be a stand-out in almost 
every respect except payout to its 
shareholders. It shows the highest 
return on equity, 42%, the highest 
return on earnings reinvested during 
the last five years, 58%, the highest 
ratio of sales to $1 of inventory, 8.59, 
the highest operating margin on a 
dollar of sales during the past five 
years, 35c. Thus, in spite of the fact 
that its dividend payments have been 
just average, 53% of earnings, SKF 
stock commands the highest price on 
the market, almost $17 for every $1 
of earnings, more than $7 for every 
$1 of book value. (Near the close of 
last year its common stock was 
switched from over-the-counter trad- 
ing to a listing on New York’s Big 
Board.) SKF’s favorable showing 
within the industry is probably at- 
tributable in part to President Fran- 
cis Boyer’s shrewd policy of market- 
ing relatively few products, about 50, 
spread over a broad area, as trade- 
marked specialties. This provides a 
hedge with minimum inventories 


The Big Ones 


At the other end of the investment 
scale comes conservative Abbott Lab- 
oratories, a generous dividend payer 
(76% of earnings) but relatively lag- 
gard in the kind of. earnings growth 
that makes for a high return on plow- 
back. Abbott has had _= earnings 
growth. But due to a large amount 
of equity dilution, little of Abbott's 
higher profits has found its way into 
increased earnings per share. Ab- 
bott’s sales have only crawled upward 
by a mere 29% since 1951, while 
the industry has been skyrocketing. 
However, Abbott’s boss, Ernest H 
Volwiler, is aware of the situation 
and in December announced a five- 
year $20-million program to change 
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Figures in brackets show rate at which net per share declines compared with total net. 


it. What Abbott needs, and is seeking, 
is fewer products than its 650, and 
newer ones in the major leagues. 

Schering is the star performer in 
the group in terms of equity growth 
per share for the past five years— 
about 150%. It has achieved this, 
however, through the stingiest payout 
to its stockholders, only 27% of earn- 
ings. On the score of return on equity 
Schering is just behind SKF, with a 
sensational 37% of its own. With their 
leading place in a_ limited field 
secured, President Francis Brown’s 
researchers are working on ways to 
broaden his line. 

As for the rest of the industry, no 
other company can match the kind 
of return on equity that the two 
smaller ones, SKF and Schering, have 
pulled down. Best showing among 
the big publicly-held* druggists is the 
nearly 20% return on stockholders’ 
equity that Eli Lilly’s young Presi- 
dent Eugene N. Beesley, 48, has 
chalked up over the latest five years. 
Its return on plowback also stands 
out: at 36% it is the best in the in- 
dustry except for SKF and Schering. 

Not that Pfizer’s John McKeen, 
Merck’s lawyer-president John T. 
Connor or Parke, Davis’ Harry Loynd 
have much to apologize for. With 
returns on equity ranging from 18.5% 
in Merck’s case to 16.6% in Pfizer’s, 
these three big druggists have made 
their stockholders’ dollars work hard. 
It is only by comparison with the al- 
most fantastic return by the smaller 
ones that the three suffer at all. 


Breakdowns & Breakthroughs 


How much credit for these gener- 
ally first-rate results is due to man- 
agement, how much to luck in being 
in the right business at the right 


*E. R. Squibb and Lederle Laboratories 


are divisions of Olin-Mathieson and Ameri- 
can Cyanamid, respectively, and Upjohn is 
privately held. Hence no separate figures 
are available on these big drug firms. 
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time? Undoubtedly the drug com- 
panies have been well-run. But un- 
doubtedly, too, luck has played a part. 
The price of copper may ebb or surge, 
the demand for pint-sized cars may 
disturb a market for fishtails. Most 
other industries are vulnerable to the 
barbs of adversity. Not so with ethi- 
cals that seem to go up and up. 

But relative positions within the in- 
dustry are not nearly so secure. That 
is where the unknown “X” of man- 
agement comes in. The paradox has 
a medical reason: the more effective 
is a drug, the more it will be used; 
the more it is used, the less effective 
it is likely to become, as disease builds 
up resistance to the compounds sent 
to cure it. This has been the history 
of penicillin, father of the antibiotics. 
Thus one company making a good 
thing of selling its own patented anti- 
biotic may be thrown for a loss by a 
new and competitive nostrum having 
fewer side-effects, or a longer effec- 
tive life, or a “broader spectrum” of 
applications. The trick for manage- 
ment is to keep coming up with 
promising new products. Many are 
called; few are chosen. 

For ethical drug manufacturers the 
ideal product is one that “can be 
made for a dime, sold for a dollar, and 
is habit-forming.” But few of the 
new products long meet the last of 
these specifications. New miracle 
drugs must continue to cede way to 
newer magic. For example, insulin, 
long high among the multifold sales 
of the leader, Eli Lilly, now has a 
rival for diabetics’ favor; Upjohn is 
making its Orinase, which can be 
taken by mouth instead of by needle. 

Since its launching last June, Up- 
john estimates that Orinase has taken 
some 250,000 diabetics off insulin, out 
of an estimated 850,000 patients who 
can respond to the new drug (some 
40,000 patients cannot). Insulin still 
has a price advantage of an average 


dosage cost of about a dime a day, 
against 30c for the Upjohn tablets. 
Lilly’s President Beesley is not wor- 
ried, because he has a full line of 
products, with new ones coming up, 
that boosted sales to more than $200 
million last year. But the invasion 
of Orinase does make the point that 
druggists with eggs in few baskets 
and limited lines are acutely vulner- 
able to the discoveries of others. 

“Breakthrough” is the magic word 
in the drug industry. Plowing about 
7c of the sales dollar into research 
(as compared with 1c for industry 
at large), every ethical is looking for 
one—a new preventive or cure for 
something from the common cold 
to the killer cancer. Next year’s top 
earner may be the one who gets there 
—anywhere—the firstest with the 
mostest. The new drug, whatever it 
may turn out to be, will probably be 
manufactured in large commercial 
quantities before it is put on the 
market, to forestall competition com- 
ing up with a similar product. 


Disaster in Disguise 


Even a breakthrough can be a dis- 
aster in disguise. For example Parke, 
Davis, long-time leader in ethical 
drugs, plummeted to third place, and 
a $28 million loss in sales in 1952-53 
when it pioneered Chloromycetin. 
Doctors, delighted with this new spe- 
cific for many infections, confidently 
fed it to their own children, until they 
found that its side effects were often 
serious, sometimes lethal. (Recov- 
ering from this disaster, with the drug 
de-bugged, Parke, Davis has moved 
back up, with a full line of drugs that 
sold for about $155 million last year, 
earnings of $4.65 per share, and a 
good name as sound as of yore.) 

So it goes in this mercurial indus- 
try. Take polio vaccine today, until 
now a profitable item for Merck, 
Lilly and Parke, Davis. The more 
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New worlds for old... 
through electronics 


ELectTrRonIcs play a major role in the de- 
velopment of new products, new buildings, 
new concepts... and make possible a brighter, 
more enjoyable world. Electronic marvels— 
such as computers and other data processing 
equipment —do repetitive chores thereby 
freeing men’s minds for creative thinking. In 
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this way, computers play a vital role in the 
scientific magic that today touches our 
lives in many ways . . . providing us all, 
through electronics, new worlds for old. 





people immunized, the fewer the po- 
tential customers in the future, except 
for new babies. And to confuse the 
picture, American Cyanamid’s flour- 
ishing Lederle Laboratories is work- 
ing on a pill to be taken orally that 
will give permanent immunity by 
imparting the polio virus live instead 
of dead. Still to be solved is how to 
prevent the immunized person from 
becoming contagious to others while 
the virus is working on him. 


Couches vs. Capsules 


Next to antibiotics which have 
spearheaded the rise of ethical drugs, 
come the so-called tranquilizers, 
‘ whose industry-wide sales have risen 
from $85 million in 1955 to $195 mil- 
lion last year. All the leading com- 
panies, save Parke, Davis, are cashing 
in on the boom in peace of mind, 
which also, in many cases, is unex- 
pectedly providing drugs useful for 
treating heart disease and senility. 

Last-ditch Freudians still prefer 
the couch to the capsule for treating 
the mentally disturbed. And to date 
they may have an argument on their 
side. Many patients in mental hospi- 
tals to whom the new doses are ad- 
ministered are quieted only to break 
out with a skin disease, or some other 
symptom of allergy. And Miltown 
pills have suffered so many popular 
jibes that Carter Products has had 
to license several others to manu- 
facture the same thing under more 
impressive medical names. The tran- 
quilizers, in short, newest group of 
miracle drugs, have a long row to hoe 
to a breakthrough, with plenty of 
running room for added starters. 

For example Schering, most spec- 
tacular in growth among the major 
ethicals, with sales mounting from 
$19.4 million in 1954 to about $70 
million last year, may seem to be the 
most vulnerable because it has the 
shortest line of products. But in his 
September report President Francis 
C. Brown was able to announce that 
Trylafon, a tranquilizer launched last 
April, was selling at the rate of more 
than $3 million a year. This, pre- 
sumably, will place a somewhat 
broader base under the company if 
Trylafon keeps trying in 1958. 


Confusion in Compounds 


One of the unique and exciting 
aspects of ethical drugs is that there 
is no such an industry, in the sense 
that there is a steel or an aircraft 
industry. It has a no-man’s land 
overlaid with every man’s opportu- 
nity. By definition and _ tradition 
ethical drugs are potions sold only 
under doctors’ prescriptions, and the 
manufacturer promotes his product 
by sending a swarm of “detail” men 
to visit the MDs, tell them of the 
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PFIZER’S McKEEN 


From chemicals to ethicals. 


clinical records of the new products, 
give them samples to try on their pa- 
tients. But dynamic builder-upper 
of Chas. Pfizer, President John Mc- 
Keen, is one of several hoping to get 
FDA permission to market some non- 
toxic ethicals directly to the public. 
(How much the medics will like this 
may be another matter.) Moreover, 
McKeen, always with his eye on the 
main chance, also has tried to buy a 
proprietary line of medicines that al- 
ready sells under known brand names. 
But the Federal Trade Commission has 
stood in the way of some such mergers. 
Vice versa, the patent medicine and 
conglomerate manufacturers, such as 
American Home Products and Ster- 
ling Drug, are invading the ethical 
market. And progressive Davids are 
challenging the Goliaths. For exam- 
ple, family-run G.D. Searle has 
launched an ethical drug, Enovoid, to 
ease menstrual discomforts, which 
may also, as an oral contraceptive, 
ease the world’s population pressure. 
The present cost, however, is high. 
Meanwhile too, Schering, which 
doesn’t want to be controlled by Rev- 
lon, acquired White Laboratories last 
September, by way of a 2-for-1 stock 
split and an issue of convertible pre- 
ferred, thus diluting Revlon’s large 
minority holdings to a less dangerous 


THE MARKET'S JUDGMENT 
How much are investors 
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of company’s* ... | 





Abbott Laboratories 
Eli Lilly 
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Chas. Pfizer 

Schering 
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$15.89 
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3.18 
3.97 
2.86 
2.65 
4.35 
7,19 


2.81 
level, and widening its narrow line of 


products by going strongly into nutri- 
tional and agricultural drugs. 
Another confusing factor in sizing 
up the leaders in ethical drugs is their 
volume of sales of bulk chemicals, to 
themselves, each other and for ex- 
port. Chas. Pfizer a few years ago 
was largely in bulk chemicals, until 
John McKeen took it into ethicals. 
And this is still a sizable part of Pfiz- 
er’s gross business. Several of the 
large companies are exporting some 
of their products, and setting up for- 
eign subsidiaries to manufacture and 
market their patented products 
abroad. Several have wholesome 
sales of chemicals for agriculture, to 
raise the yield of crops or lengthen 
the lives of cows and chickens. All 
of which adds up the confusing fact 
that a dollar invested in ethical drugs 
may profit from kine or cancer. 


Someone in the Woodpile 


The best of tranquilizers yet to be 
developed will not. eliminate the 
Nervous Nellies. And this is a good 
thing, so long as prudence is a part 
of valor. The wooliest bears in Wall 
Street think that perhaps the ethicals, 
which have been doing so well, may 
have over-stocked their inventories, 
and may suffer a downturn in pro- 
duction in the early months of 1958. 
Another note of caution is the theory 
that the Asian flu, source of research 
in a hurry and sales in a flurry, will 
soon become like a memory of a bad 
cold. Or that polio can be written off 
the list of pharmaceutical futures 
along with smallpox and yellow fever. 
These possibilities in combination 
could produce a V in ethical curves. 
To such Cassandras answers a Parke, 
Davis executive: “In the old days you 
used to predict a new drug every 25 
years. Now we get one practically 
every 25 minutes.” 

A greater hazard, however, to the 
upsurge of shares, is a forthcoming 
report to Congress by the Federal 
Trade Commission, which may view 
with deep legislative concern the 
profit margins earned by makers of 
antibiotics. After a brief price war 
in 1952, the leading makers of these 
ethicals adopted a more “mature” 
policy, steadied their profit margins, 
established their patent positions, and 
cross-licensed each other at reward- 
ing levels. Should the Federal Trade 
Commission crack down with anti- 
trust action against the leaders in 
antibiotics, high-priced and profitable, 
the whole market in ethicals might 
need a tranquilizer for temporary 
shock. But, undaunted, the manufac- 
turers agree with Schering’s Francis 
Brown: “This has been the best year 
in the history of the pharmaceutical 
industry—and we have no intention 
of stopping there.” 
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ONE PROBLEM THE COMPUTERS 
CAN’T SOLVE 


Here’s one question even the Univacs and 
705s can’t answer: Besides IBM, which com- 
panies will finally make money out of the 
electronic brains? Right now it is arguable 
whether anybody is doing so, even IBM. 


In HIS Broadway comedy success, 
The Desk Set, playwright William 
Marchant spent 130 minutes poking 
fun at the mutual problems that come 
up when electronic brains and human 
beings try to accommodate one an- 
other. Judging from Marchant’s situ- 
ations, neither thinking humans nor 
thinking machines are going to have 
a very easy time of it. Still, that may 
be little worse than the economic 
problems the manufacturers of office 
machines have let themselves in for. 

That was never more obvious than it 
was last year. One early contender, 
Frank Beane’s Underwood Corp., 
found the going too tough and with- 
drew all but its smaller entry from the 
computer race. From the sidelines, 
ex-Wall Streeter Beane neatly 
summed up the whole confused situa- 
tion: “Sure, they didn’t expect to 
make money from electronic comput- 
ers at this stage of the game, but they 
sure as hell didn’t expect to be losing 
it the way they are.” 

Burroughs Corp.’s extremely able 
John Coleman was clearly feeling the 
pinch. In 1957, Coleman told stock- 
holders, Burroughs’ third quarter 
earnings slumped from 44c a share in 
1956 to just 15c. This in spite of the 
fact that quarterly sales had crept up 
by $2.5 million to $67.9 million. Cole- 
man left no doubt as to what caused 
the trouble. “Forward buying,” says 
he. “We went into electronics heavily 
in the third quarter—products not 
deliverable until 1958.” 

Even Stanley Allyn’s globe-girdling 
National Cash Register, second biggest 
company in the industry, was having 
electronic headaches. Having with- 
drawn his first computer from the 
market, Allyn enlisted the help of 
General Electric’s electronic know- 
how, brought out a new model. But as 
the year drew to a close (see table), 
Allyn had not delivered a single one. 
Insisted he: “Nobody is making 
money from those big electronic com- 
puters.” 

As far as Allan A. Ryan’s and Philip 
Zenner’s middling-sized Royal McBee 
was concerned, the lights were flash- 
ing red. So much so that Royal’s earn- 
ings in the fourth quarter of its 1957 
fiscal year sank to a disheartening 15c 
a share compared to a healthy 65c the 
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year before, in spite of a 12% increase 
in sales. Ryan’s typewriters, the back- 
bone of his business, had sold well 
enough until the last quarter. But 
Royal McBee was spending millions to 
get a foothold in the market for com- 
puters and data-processing equip- 
ment. “We’re not making money on 
computers,” admits Zenner, “and we 
didn’t expect to so soon. It’s a long- 
term program.” 

Even mighty International Business 
machines Corp., the firm everybody 
was trying to beat, was feeling the 
pace. President Tom Watson Jr. in- 
creased his lead over his strongest 
rival, the Remington Rand division of 
Sperry Rand Corp., having installed 
his 125th large computer by the end 
of the third quarter to Remington 
Rand’s 50. But the high cost of devel- 
oping and servicing the complicated 
mazes of wiring, instruments and 
tubes was taking its toll on Watson’s 
profits ledger: IBM was carrying the 
smallest portion of sales down to net 
for any year since World War II. 





PROFITLESS 
PROSPERITY? 


Last year office equipment salesmen 
were smiling but the treasurers were 
glum. Sales went up as much as 25% 
for the six* top office equipment man- 
utacturers in the first nine months of 
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Since their typewriters, cash regis- 
ters, bookkeeping machines and me- 
chanical punch card equipment were 
selling last year as never before, it is 
not impolitic to ask why these big and 
well-managed companies were asking 
for trouble. Were Tom Watson, John 
Coleman and Allan Ryan running 
their balance sheets ragged just for 
the sake of prestige? 

The answer is that they were not. 
The fact was that they had to get into 
electronic brains. For one thing, it 
raised their chances of working their 
existing lines of equipment into the 
complex integrated data processing 
systems. More important still, they 
had to make sure that they would not 
be left without salable products as 
the newer equipment came along and 
made their standard mechanical and 
electrical systems obsolete. 


Already Warned 


The industry has already had a 
warning of how easily that can happen 
Between 1947 and 1957 Underwood's 
directors, believing caution to be the 
better part of valor, spent a minimum 
on new product development and ex- 
pansion. Result: a decline in net from 
$6.1 million in 1947 to $1.5 million in 
1955. By the time able Fred Farwell 
and, later, Frank Beane, were called in 
to set things right, Underwood had 
skidded close to the brink, ran a stag- 
gering deficit of $8.1 million in 1956. 

Still, the attractions of the electronic 
brains were not all negative. Con- 
servative projections put the computer 
market at $1 billion by 1965, four 
times its 1957 level, and as much as 
$1.5 billion by 1970. These prospects 
have not been overlooked by some of 
the larger electronic outfits outside the 
business machine field. Minneapolis- 
Honeywell’s Datamatic division is al- 
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ready a major contender in the market 
for million-dollar models and so is 
RCA with its Bizmac. Others: Philco 
Corp., Bendix Aviation, Ramo-Wool- 
dridge. 

But if the electronic brains repre- 
sent for the office equipment industry 
an opportunity wrapped in a problem, 
it follows that there is more than one 
way to solve, or try to solve, the 
problem. Not every company was ap- 
proaching it in the same way. How 
well each comes out would depend, it 
was clear last year, on two factors: the 
resources each company brings to the 
business and the intangible factor of 
human ingenuity; in short, manage- 
ment finesse. 


The Lineup 


Resources mean in large part 
money, and in that respect nobody can 
match the two giants of the field, IBM 
and Sperry Rand, with assets of $769 
million and $708.5 million respectively. 
But National Cash, with assets of $258 
million, a worldwide sales and manu- 
facturing network second only to 
IBM’s and an unshakable position in 
dependable cash registers and ac- 
counting machines to fall back upon, 
was also in a strong position. 

How about the smaller companies? 
More than any others, they will have 
to depend on management ingenuity 
to make up for what they lack in size. 
John Coleman’s Burroughs has a 
strong background in_ electronics 
through approximately $60-million 
worth of annual defense production. 
Coleman has chosen the bold ap- 
proach. He has thrown his Electro- 
Data division into broad competition 
with Sperry Rand’s Univacs and IBM’s 
machines. 

There are those on Wall Street who 
think that John Coleman is taking on 
too much. One. report puts Bur- 
roughs’ 1957 loss on its ElectroData 
division at close to $9 million before 
taxes. But Coleman takes it all in 
stride. Replies he: “In about five 
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18.0% 
38.4 
85.8 
37.6 
18.6 
— 24.0 


96.5% 
62.9 
100.4 


50.9 
32.7 
49.2 
56.0 
loss 


7.2 
{98.9} 


years there will be only three or four 
companies making computers. Bur- 
roughs intends to be one of them.” 

National Cash’s Stanley Allyn in 
general was taking a more specialized 
approach, concentrating largely on 
posting machinery for banks. Royal 
McBee’s Allan Ryan and President 
Philip Zenner have wisely cut their 
pattern to fit their cloth. Their LGP- 
50 desk-size computer competes in 
the smallest class; the entire range 
of data-processing equipment, which 
Royal is making in partnership with 
electronics-wise General Precision 
Equipment Corp., is intended for the 
lower-priced range. Royal McBee is 
thinking in terms of “cutting automa- 
tion down to size,” for medium-sized 
business. 

Also taking a specialized approach 
was Cleveland’s small (assets $67 
million) but eminently successful Ad- 
dressograph-Multigraph Corp. Presi- 
dent J. Basil Ward was showing no 
ambitions to vie with IBM and Sperry 
Rand in the computer field. Ward, 
however, was knowingly adapting 
electronics data processing to his own 
lines of duplicating, addressing and 
printing machinery. 

How the Street Rates Them: 

With the lines thus decisively drawn, 

what are the chances of the various 


contenders? Wall Street apparently 
has already made up its mind who will 





Address.-Multigraph 
Burroughs 
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Royal McBee 
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$1.36 
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5.17 
1.25 
0.40 
0.39 


48.7% 


19.1¢ $1. 
16.6 
25.9 
16.7 
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*Not rated due to relative newness of present management. 


come out top dog: IBM. “Everybody 
knows,” one of Wall Street’s most in- 
fluential brokers tells his staff, “who 
the GM of the office automation indus- 
try is. IBM, of course. The trick is 
going to be to guess who will be its 
Ford and Chrysler.” 

By “everybody,” the Wall Streeter, 
of course, was referring to the judg- 
ment of the market place, a judgment 
which has already capitalized IBM’s 
success and expansion possibly a dec-- 
ade into the future. At its 1957 high, 
37642 a share, IBM common was 
fetching nothing less than 50 times its 
1956 earnings on the New York Stock 
Exchange. Even after its subsequent 
decline with the rest of the market, 
investors were still capitalizing $1 of 
IBM earnings at 46 times 1956 earn- 
ings. And that at a time when IBM 
common was paying as dividends just 
$4 for a return of only 1%. 

Even counting its plowed-back 
profits, IBM common was earning a 
return of just about 3.5°% on its market 
price, or about the same as a savings 
bank or U.S. Government bond would 
pay. Quite obviously investors were 
counting quite a few IBM dividends 
well before they were hatched. 

On the same date that investors 
were paying $45.80 for $1 of IBM’s 
earnings, they were capitalizing earn- 
ings of its principal competitors as 
follows: $1 of National Cash, $18.99; 
$1 of Sperry Rand, whose Remington 
Rand division is IBM’s closest com- 
petitor in computers, $10.78; Burroughs, 
$13.25; Addressograph - Multigraph, 
$18.60; and Royal McBee, which com- 
petes with IBM in electric typewriters 
and small computers, just $8.05. 

Even that last year was not the full 
measure of Wall Street’s enthusiasm 
for IBM. At recent prices; the market 
valued all of IBM’s outstanding se- 
curities at close to $3.5 billion. That 
put IBM among the top dozen most 
valuable U.S. companies. The same 
market was valuing GE’s securities at 
just under $5.5 billion, even though 
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Without air, life 


... for you and for industry 


SEEING A CLOUD is probably the near- 
est we come to ‘seeing’ air, because air 
is a mixture of invisible gases. 


Life-giving oxygen comprises about 
21 per cent of the air. We all know 
how it helps sick people get well, but 
few of us realize that steel and other 
major industries could not operate 
without the same oxygen in tremen- 
dous quantities. About 78 per cent of 
the air is nitrogen. Food processors 
use it as an atmosphere to protect 
freshness and flavor of food. 





LINDE Oxygen 
SYNTHETIC ORGANIC CHEMICALS 
BAKELITE, VINYLITE, and KRENE Plastics 


UCC’s Trade-marked Products include 
Crac Agricultural Chemicals 
Prest-O-LiTE Acetylene 
PYROFAX Gas 


The remaining one per cent of the 
air is composed of the little-known yet 
vital “rare” gases — argon, helium, 
krypton, neon, and xenon. These gases 
are essential in making incandescent 
light bulbs, in electric welding proc- 
esses, and in refining new metals such 
as titanium. 


For fifty years, the people of Union 
Carbide have been separating the gases 
of the air and finding new ways in 
which they can help make a better life 
for all of us. 


FREE: Learn how many of the 
products you use every day are 
improved by research in alloys, 
carbons, chemicals, gases, plas- 
tics, and nuclear energy. Write 
for “Products and Processes” 
booklet M. 

Union Carbide Corporation, 
30 East 42nd Street, New York 
17, N.Y. In Canada, Union Car- 
bide Canada Limited, Toronto. 
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EVEREADY Flashlights and Batteries 
PRESTONE Anti-Freeze 
NATIONAL Carbons 


HAYNES STELLITE Alloys 
UNION Calcium Carbide 


ELECTROMET Alloys and Metals 
Dynel Textile Fibers 


UNION CARBIDE Silicones 





GE had four times IBM's sales. 

What has all this to do with measur- 
ing management? The answer is: a 
great deal. Because the Watson man- 
agement has made IBM into the apple 
of Wall Street’s eye, the market worth 
of its shareholders’ investment has 
doubled and redoubled. And, in the 
last resort, the value of an investment 
is not measured by its theoretical 
worth on the company’s books but by 
what someone else is willing to pay 
for it. 

But this kind of virtue carries its 
own reward in yet another way. Be- 
cause IBM’s brilliant team of execu- 
tives, engineers and scientists has in- 
stilled such enthusiasm in investors, 
Tom Watson’s job of raising the money 
he needs for expansion is made much 
easier. 

Last year, for example, Watson de- 
cided that IBM could use an extra 
$225 million. Since he was borrowed 
up to the full extent he felt was pru- 
dent (debt and equity were about in 
a 50-50 ratio), Watson decided to go 
in for equity financing. Yet even 
though this increased IBM’s net capi- 
tal by around 50%, it involved only a 
10% dilution of equity. 

This alone gives Tom Watson a tre- 
mendous advantage. Consider, by 
contrast, the terms that Allan Ryan 
had to give later in the year to raise 
just $6.5 million: interest at 6%4% 
(IBM pays on average just 3%) and 
a conversion feature that leaves the 
threat of a further 16% equity dilution 
overhanging Royal common. Under- 
wood had to pay an even stiffer price 
for new capital: to raise just $6 mil- 
lion in new capital Underwood had 
to offer convertible debentures which 
if converted will dilute equity by more 
than 30%. 


A 20% Aristocrat 


IBM is among the aristocracy of 
U.S. companies that earn 20% or bet- 
ter on their stockholders’ equity. It 
does even better (25.9%) on the 
money it plows back in the business. 
As long as it continues at its current 
rate of. earnings and payout, Tom 
Watson will double his stockholders’ 
equity every five years—which is ex- 
actly what IBM has done since the 
war. 

Can IBM continue to grow at the 
rate which has justified such prices? 
Argues Tom Watson: “Our yearly 
progress has ranged as high as 25% 
and as low as 4% to 6%. I don’t have 
a crystal ball, but I feel IBM will con- 
tinue to grow.” But the hard facts of 
arithmetic may be putting their cold 
hands on Tom Wetson’s shoulder. The 
plain truth is that IBM’s margin of 
profit has been dropping. This year 
for example, IBM raised profits 27% in 
the first nine months but to do so had 
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to boost sales 37°,. Add in the dilution 
from the new shares Watson sold in 
1957, and IBM’s 1957 earnings per 
share rose only about 15%, or less than 
half as fast as sales. Obviously not 
even IBM was going to have an easy 
transition into the age of the automatic 
office. 


Burroughs vs. National Cash 


Can anyone compete with IBM on 
even terms? Certainly, Burroughs and 
National Cash are first class companies 
by any standard. So is Sperry Rand, 
though it cannot easily be compared 
with the others: office equipment rubs 
shoulders with farm equipment and 
masses of electronic hardware in 
Sperry’s product mix. 

On most counts Allyn’s National 
Cash and Coleman’s Burroughs both 


NATIONAL’S ALLYN 


Electronic headaches. 


rate high. They have shown over the 
past five full years returns on equity 
of 163% and 14.2% respectively, 
which is good considering the invest- 
ments both have made in product 
development and research. Each has 
earned close to 17% on the money 
plowed back into the business. How 
do the two stack up in operating mar- 
gins? National Cash over the past 
five years leads, turning in on average 
16c on the sales dollar as compared 
with Buroughs’ 13c. 

At first glance the edge would seem 
to belong to Stanley Allyn and Nation- 
al Cash, but there is more to good 
management than meets the eye. 
While Stanley Allyn had his depend- 
able accounting machines and cash 
registers, his famed selling organiza- 
tion and his thriving overseas branches 
to start with, John Coleman had vir- 
tually to begin from scratch with Bur- 
roughs after the war. On the score of 
growth alone, John Coleman takes 
first place, raising his sales more than 
300% since 1947 as compared with 
roughly 150% for Allyn. 

If Wall Street has had one complaint 
against both Allyn and Coleman over 


the past five years, it is on the score 
of earnings per share. For both com- 
panies earnings per share rose more 
slowly than net: 82% as fast in Na- 
tional Cash’s case, 63°% in Burroughs’. 
In both cases, net itself rose more 
slowly than sales. Reasons: increased 
competition, stepped up research and 
development costs and equity dilution. 
In this context IBM stands out the 
most. In spite of its own problems, 
IBM’s earnings per common share 
have gone up three times as fast as 
National Cash’s, close to three times 
as fast as Burroughs’ earnings since 
1951. 


Where do Royal and Underwood fit 
in? So long as Royal McBee stuck 
to its trade, which is the making 
of typewriters and small mechanical 
punch card equipment, it has done ex- 
ceptionally well. But as Allan Ryan 
and Philip Zenner have tried branch- 
ing out in the last few years into new- 
er kinds of office equipment, they have 
run into heavy seas. Development 
costs have all but swamped profits, 
and the need for new capital has twice 
in recent years forced Ryan and Zen- 
ner to sell additional common stock or 
debentures convertible into common. 
Would Royal McBee be better off if it 
stuck to typewriters? Perhaps. But, 
as Zenner says: “We felt we should 
widen our company’s market hori- 


Yet the fact remains that at least 
one office equipper, Underwood's new 
chairman, Wall Streeter Frank Beane, 
has deliberately chosen to plow a nar- 
row furrow. He is concentrating on 
the making of typewriters and other 
smaller office machines. “I’m not,” 
says he, “willing to cut loose on a fancy 
dan program.” Still both Beane and 
Zenner would probably gladly change 
places with J. Basil Ward of Cleve- 
land’s Addressograph-Multigraph. By 
remaining in a comparatively small 
portion of the field (fiscal 1957 sales: 
$106 million), Addressograph has 
hewn out some of the best profits in 
the business, avoided equity dilution 
and boosted earnings per share by a 
very pleasing 43% over the past five 
years. 


Perhaps alone among the major of- 
fice equipment manufacturers, Ad- 
dressograph does not feel obliged to 
spend millions to break into com- 
puters. This is a very significant fact 


for investors to remember. It means 
that in the fast-changing era of the 
automated office, Addressograph, ex- 
cept for IBM, is probably the only im- 
portant office machine company whose 
future is already secured. 

“It is our good fortune,” says Ward, 
“not to have to invest heavily in prod- 
ucts that will be a long time finding 
their ways to the income account.” 
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fnother Sylvania Engineering Achievement 





ania’s new stacked tube makes extensive use of 
ceramic parts with very high heat resistance. 


They brave the heat in china caps 


Tiny electronic tubes are the heart 
of jet planes and guided missiles. As 
aircraft of increasingly higher per- 
formance are developed, these vital 
tubes are subjected to ever-increasing 
heat, shock and vibration. 

To meet the mounting severity of 
high-altitude, supersonic flight condi- 
tions, Sylvania engineers developed a 
new stacked tube. By stacking alter- 
nately the various metal parts and 
ceramic spacers, these components 
can be locked securely together. 

Result: a tube assembly with even 


FORBES, JANUARY 1, 1958 


greater stability of performance under 
extreme conditions of vibration and 
shock. A rugged ceramic cap covers 
the assembly to keep it functioning 
effectively at temperatures hot enough 
to liquefy aluminum. 

This technical leadership, attained 
by Sylvania’s more than 2000 scien- 
tists and engineers, is reflected in all 
of the Company’s products—from elec- 
tronic computers to picture tubes, 
from TV sets to photoflash bulbs. 
Wherever you see the Sylvania name, 
it means leadership in quality. 


SYLVANIA 


UGHTING PHOTOGRAPHY 
TELEVISION - RADIO yy ATOMIC ENERGY 
ELECTRONICS CHEMISTRY METALLURGY 
Sylvania Electric Products Inc., 1740 
Broadway, New York 19, N. Y.; Sylvania 
Electric (Canada) Ltd., Shell Tower 
Bidg., Montreal, P.Q.; Sylvania Inter 


national Corporation, 22 Bahnhof- 
strasse, Coire, Switzerland. 








The Growth Pattern 


happened in 


- New Jersey in 19577 
in New Jersey se a aii 
on growing, commercial es- 


continues tablishments kept on expanding, 


and residential areas continued to 


tr show a year of healthy growth. 
5 ong A vacuum cleaner manufacturer built 
another plant in the same town in which they/ 
have been operating. Many small firms merged /# 
with large nationally known companies. 
Ground was broken for several large indus- 
trial research laboratories. A large new 
asphalt refinery was built. Plants 
were constructed for the manu- 
facture of baby products, sur- 
gical dressings, soup, 
. paper milk bottles and 
electric wire and cable. 
Large warehouses for storing 
steel furniture and motor 
parts were built. Major 
cities forged ahead with urban re- 
development, and shipping facilities at 
Port Newark and on the Delaware River 
were enlarged and improved. 
All in all, ii was a dynamic year of growth in 
New Jersey, where 50 of the top 73 “Blue Chip” 
companies in America are active. We have every 
reason to believe that :his growth will continue into 
1958 — plant site inquiries so indicate. 
To meet this growth, Public Service con- 
tinues to enlarge its facilities. We have 
A expended over $500,000,000 in the 
™ last five years, and at the pres- 
ent time we are constructing, 


tric gener- 
ating, 
Std - _@# 
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PUBLIC SERVICE ELECTRIC & GAS CO., NEWARK 1, N. J. 
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AUTOS 


GEARED TO GO, BUT MARKING TIME 


For Detroit’s automakers, locked bumper - to - 
bumper in their traditional sales rivalry, 1957 
was an uphill grind all the way. Now, with a stall- 
ing start, they face an even steeper grade in 1958. 


Forp Chairman Ernest Breech is fond 
of putting the parable of “the man 
who drowned while wading across a 
creek that was an average two feet 
deep.” In Detroit’s pockmarked year 
of 1957, Raconteur Breech’s point was 
well taken. At the end of nine months, 
dollar sales for the industry’s Big Five 
automakers were up an average 8%. 
Yet though Chrysler’s sales were up 
48° and Ford’s 37%, _ struggling 
Studebaker-Packard’s were off 35%, 
American Motors’ down 10%, even 
General Motors’ were up a mere 1%. 
Thus, while two out of five of the 
automakers who form the core of a 
$50-billion industry were not exactly 
drowning, competitively they were 
certainly up the creek. And one— 
GM—was treading water. 

Despite stepped-up year-end pro- 
duction schedules, by mid-December 
the industry had assembled only 
5,867,691 cars. It was, to be sure, an 
increase of some 320,000 units over 
1956’s pace, but even so it looked as 
though Detroit would be hard pressed 
to even meet its original 1957 produc- 
tion goal of 6.2 million cars. What's 
more—since what comes off the pro- 
duction line is not necessarily what 
is driven out of the showroom—at 
the rate retail sales were going on the 
58 models last month, the automakers 
could look to total 1957 sales of only 
about 5.9 million cars. At best that 
would be a bare 50,000 better than 
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1956 and a far cry indeed from 1955's 
bumper sales of 7.2 million autos. 


Hot & Cold 


Making it hot for Detroit was an 
unexpectedly cold auto-buying pub- 
lic, which gawked at the new chrome- 
splashed ’58s, but balked at their new 
price tags, up anywhere from $100- 
$150 per model. By year’s end, retail 
inventories of unsold autos on deal- 
ers’ lots stood close to a jampacked 
500,000 cars, 100,000 more than 1955 

Adding to the problem, there was 
rugged competition from a long un- 
derrated competitor—Europe. Accord- 
ing to Germany’s English-language 
export magazine Made In Europe, 


FORD’S BREECH 
He put the parable. 


more than 190,000 made-in-Europe 
cars, from Vauxhall to Volkswagen, 
flooded into U.S. markets in 1957. 
Giant British Motors Corp. (Austin, 
Morris, M.G.), the GM of the Conti- 
nent, had supercharged production- 
for-export to 4,000 cars a month, 2% 
times the 1956 rate, while Germany’s 
prosperous Volkswagen was report- 
edly out-selling Studebaker, Packard, 
Chrysler’s Imperial and Ford’s Con- 
tinental in the U.S. 

Full of confidence, nonetheless, at 
mid-year U.S. automakers plunked 
down $1.5 billion for retooling on the 
bet that 1958 would be good for sales 
of six million cars. One 
thinking so: the vast army of time- 
payment auto buyers, who had helped 
make 1955 a record-breake1 
now paid up and presumably 
ready to go through another 36 pay- 
ments in order to “own” 
new Yet an ominous 
popped up last month when the 
American Bankers Association warned 
that auto repossessions are increasing 
and member banks might look 
more closely at auto loan prospects 

Thus while Detroit talked in terms 
of six million, Wall Street considered 
the stalling start of the 58 models and 
reckoned that this year may not see 
than 5.5 
What’s more, the pessimism was re- 
flected in the stock market 
of the auto stocks except 
Motors were selling last month dis- 
turbingly at their 1957 lows. Item 
Lester Lum (“Tex’’) Colbert’s Chry- 
sler Corp., ostensibly the 
best performer of the year (with sales 
up 35% 
400%), was selling at less than four 
times its projected 1957 earnings of 
$15 a share. In fact, below 60, Chry- 
sler shares were going for far 


than its $74.18 book value 
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3.1¢ 17.9¢ 
39 = «4.5 
20.0 18.3 


loss loss 


American Motors* 
Chrysler 

Ford 

General Motors 
Studebaker-Packard* 


15.6 
20.2 
loss 


9.1¢ 


loss 
3.8¢ 
$.2 
7.3 
loss 


—23.8% 
23.9 
55.9 
80.6 

—89.4 


[101.3%] - 

{100.8} 
95.1 40.5 
89.9 57.9 
(97.1] —_ 


68.0% 


loss 
loss 
15. 1¢ 
18.5 
loss 


$1.12 1% 
1.29 , 
1.03 

1.14 

4.51 


*Figures cover 3-year period; no data available prior to 1954. Figures in brackets show rate at which net per share declines compared with tota! net. 


Comeback By Chrysler 


Yet there was no question that in 
1957’s tough auto market, Tex Col- 
bert’s Chrysler had put on a whale 
of a show. From a so-so 1956, when 
it earned a modest $20 million on sales 
of $2.7 billion, Chrysler had pulled it- 
self up by its bootstraps and its Flight 
Sweep design. Going into the final 
quarter, the third-biggest automaker 
scored a 48% advance in sales over 
the year before, saw earnings soar 
from a piddling 72c a share to $11.87. 


Even more significant was Chry- 
sler’s burgeoning share of market, 
which jumped from 1956's 14.6% to 
around 20%, biggest gain in the in- 
dustry. While Dodge (the nation’s 
eighth largest selling car), Chrysler 
(10th) and De Soto (llth) kept a 
tight hold on their respective posi- 
tions, not only did low-priced Plym- 
outh retake third place from GM’s 
Buick, but even expensive Imperial 
moved up three notches (past Hud- 
son, Nash and Packard) to 15th spot. 


The best improved automaker in 
the business (it had further to go), 
Colbert’s Chrysler had also got out 
many a bug beneath its corporate 
hood. Its once rebellious dealer or- 
ganization is now eager, confident and 
strong, with younger bloods replacing 
retiring oldsters. And where Chrysler 
had frequently watched a disturbing 
number of disgruntled dealers desert 
the company for a Ford or GM fran- 
chise, last year it saw a number of 
rival dealers swing to Chrysler. 
What’s more, with a sparkling line of 
autos to sell and list prices more 
reasonably in line with competition, 
Chrysler’s 9,100 dealers racked up 
profits-per-car that were about dou- 
ble what they were in 1956. 

Meanwhile, back at its 45 US. 
plants, Chrysler has finally managed 
to beef up operating efficiency to the 
level of GM and Ford. Item: in ad- 
dition to making its own bodies and 
engines, Chrysler also turns out its 
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own transmissions, while Ford still 
buys its transmissions from outside 
vendors. Yet, while highly integrated 
GM spends about 50c of every cost 
dollar on the outside, Crysler still 
pays out 60c. 


Nevertheless, the old auto axiom 
that Chrysler’s costs are the same as 
GM’s prices is now as out of date as 
the Pierce-Arrow. Though Chrysler 
managed an operating profit of only 
9.1% on every dollar of its sales over 
the past five years (compared with 
16% for Ford, 20% for GM), at the 
nine-month mark its operating profit 
margin was up to 109%, on a par with 
Ford’s 11% (depressed by Edsel 
costs), but still considerably less than 
GM’s 19%. 

Even so, Chrysler’s Colbert knows 
he has not yet shifted into high gear. 
Should Chrysler finish 1957 with 
earnings of $15 a share, it will likely 
earn some 17.9% on its net worth (vs. 
15.5% for Ford, 18.3% for GM), but at 
the same time its net profit margin 
will probably not exceed 4% (vs. an 
estimated 5% for Ford, 7% for 
GM). Another somewhat sobering 
factor is that on its latest balance 
sheet Chrysler’s current ratio (cur- 
rent assets to current liabilities) 
stood at 1.5 to 1, a nub higher than 
Ford’s industry-low 1.4 to 1, but no- 
where near as comfortable as GM’s 
2.4 to 1. 


The most heartening aspect of 
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Chrysler’s more immediate prospects 
nevertheless is that, unlike heavy- 
spending Ford and GM, which have 
committed $610 million and $730 mil- 
lion respectively to the 1958 auto 
race, Chrysler is more or less stand- 
ing pat with its pot-winning 1957 
hand. It is gambling only $150 million 
that the car-buying public will stick 
to Chrysler in preference to chrome- 
splashed GM and Ford. It is certainly 
a gamble, but Tex Colbert is a shrewd 
cotton-dealing trader from way back. 
Even in pre-Forward Look 1954, 
when Chrysler’s boxlike cars were 
clogging dealers’ lots and Chrysler’s 
share of market had shrunk to less 
than 15%, Colbert belligerently told 
a Forses editor: “We're gonna get 
ourselves 20% of this market--and 
I'm not just kicking your leg, boy!” 


Tangled Giants 


To the auto industry, Chrysler’s 
comeback was notable on two counts: 
1) it served notice on Congressional 
watchdogs in Washington, who de- 
light in using the auto industry as a 
horrible example of overcentraliza- 
tion, that in Detroit it now takes at 
least three to tango; 2) it was done at 
a time when Chrysler’s top competi- 
tors were in smashing good health. 
Yet at year’s end, Henry Ford II’s 
Ford seemed to be thriving on the 
competition, while Harlow Curtice’s 
General Motors, biggest manufactur- 
ing company in the world, appeared 
to be taking a breather. While Ford 
had increased its hold on the car 
market from 28.5% to 31.2%, GM had 
gone into reverse, skidded from 53.4% 
to 45.2%. 


Even harder for proud GM to swal- 
low was the bitter pill that Ford’s 
Ford won a lap on Chevrolet. In 
autodom’s hottest rivalry (i.e., the 
fight for the nation’s best-selling car), 
Chevy has traditionally outlasted 
Ford. But as 1957 ended, Ford—for 
the first time in 20 years—looked to 
be first by a bumper. At the close of 
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CHRYSLER’S DODGE 


October, it boasted 1,263,160 registra- 
tions to Chevy’s 1,212,996. Reports 
had it that Chevy closed the gap in 
November, topping Ford sales by 
5,000 to 10,000. Even so, industry 
pundits insisted, Ford’s 45,000 margin 
looked too tough to top in December. 

For all that, Ford, which seemed 
certain to earn in excess of $5.50 per 
share for the year (1956 net: $4.38), 
had anything but a smooth ride in 
1957. Its super deluxe ($10,000) Con- 
tinental having proved something less 
than a whopping success, Ford 
brought it back (for 1958) in a 
$7,500 model and put it back under 
Lincoln’s wing. Object: to help Lin- 
coln do battle with GM’s Cadillac 
which, while still the No. One luxury 
car in the country, is facing rough 
competition from Chrysler’s Imperial 
as well as Lincoln. 

In 1957, too, after much build-up 
and advance hoop-la, Ford unveiled 
its spanking new Edsel and hopefully 
sent it off to market. Yet at year’s 
end, Edsel sales were admittedly well 
“below expectations.” Dramatizing 
the Edsel’s plight was the case of 
Charley Kreisler, a long-time Man- 
hattan Oldsmobile dealer, who 
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switched to Edsel. But after a dis- 
appointing October (in which Edsel 
sales fell 39.6% on a daily average 
basis vs. a 12.2% drop for the indus- 
try). Dealer Kreisler resigned his 
Edsel franchise, seemed content to 
settle for American Motors’ Ramble1 
(and a string of British cars) instead 


Early Edsel 


While it was also true that in No- 
vember Ford slowed Edsel production 
down to a walk (2,463 cars, down 
70% from October), not to be over- 
looked was the fact that Edsel hit the 
market early. Chances are, therefore, 
that its true sales potential will not 
begin to show until after the public 
has looked over GM’s and Chrysler's 
medium-priced products. 

Making it still tougher for Ford in 
1958, however, is GM’s determination 
to swing the pendulum back to Chevy 
—and with good reason. The nation’s 
biggest single user of steel and rub- 
ber, Chevy sells some $3-billion worth 
of vehicles each year (its trucks, big- 
gest sellers in the industry, were 
leading runner-up Ford’s in mid- 
December by some 10,000 units). To 
GM, Chevy thus contributes about 


FORD’S EDSEL 


30% of total sales, some 25° -30°% of 
earnings. This year, says Chevy Boss 
Ed Cole, who in 1957 watched his 
share of market slip to around 24% 
(vs. 28.5% in 1956): “We'll get 27% 
—or I’m going back to the farm!” 

Still, for all its disappointing show- 
ing in the showroom, it was a measure 
of well-run GM that its profits (some 
$2.14 a share vs. 1956’s $3.02) re- 
mained strikingly strong. One reason 
was the boost in auto prices, but not 
to be overlooked was GM's profitable 
non-automotive lines (e.g., Frigidaire, 
Diesel), which bring in a stabilizing 
10% of sales 

Stability is, in fact, a key to GM’s 
ability to get the most mileage in the 
industry from its stockholders’ equity 
earning almost 20c on each dollar of 
equity vs. only 12c for Ford, 3c for 
Chrysler. More than that, stock- 
holders’ equity in GM has grown 
faster over the past five years (80.6% ) 
than the Ford 
(55.99) or And 
though its dividend ove! 
the five years 
a moderate 57.9% of earnings (vs 
Chrysler’s industry-high 68° pay- 
out), GM has reaped the most fruit 


either 
(23.9%) 
payout 
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from the funds it has plowed back into 
the business: 18.5c in profits for 
every plowback dollar, compared with 
Ford’s 15c. 


Nevertheless, a strong deterrent on 
all automaking moneymaking is the 
tremendous cost of plant and equip- 
ment. To bring in $1 of sales, well- 
integrated GM needs only $1.66 worth 
of investment in “brick and mortar,” 
compared with such outlays as 
Chrysler’s $2.78, Ford’s $2.08, Ameri- 
can Motors’ $1.68 and Studebaker- 
Packard’s $1.53. One great burden 
for the automakers is the necessity of 
amortizing their fantastic tooling costs 
at a forbiddingly fast rate (usually 
three years, with 50% chalked off in 
the very first year). Thus GM’s 
depreciation costs (including acceler- 
ated amortization of its extensive 
defense facilities) last year hit $347.2 
million, almost as much as the depre- 
ciation charges of Ford, Chrysler, 
Studebaker-Packard and American 
Motors put together. Such charges can 
take a big bite out of net. Should, for 
example, GM scrap its brand new 
Chevy and Pontiac body shells later 
this year, as rumor says it will, in 
order to bring out completely new 
models in 1959, then shareholders 
must prepare to fare somewhat less 
well than they might otherwise ex- 
pect. Reason: profit margins, pres- 
sured by high tool write-offs, must 
necessarily narrow. 

Interestingly enough, investors tend 
to look at both sides of the GM coin. 
At mid-November, they were willing 
to pay (in the total market value of 
GM stock) 97c for every dollar of its 
whopping sales (vs. 53c for Ford’s, 
only 30c for Chrysler’s, 26c for Stude- 
baker-Packard’s and 13c for Amer- 
ican Motors’). But when it came to 
pricing a dollar of GM’s earnings, they 
paid only $12.13, compared with $30 
for Chrysler’s, $10 for Ford’s. 


The Little Two 


Invariably at the short end of every 
yardstick was autodom’s Little Two, 
Harold Churchill’s Studebaker-Pack- 
ard and George Romney’s American 
Motors. In 1957 they were still in 
there, gamely trying to make a go of 
a business in which they were hope- 
lessly overshadowed by the big fel- 
lows. But if the Little Two paled by 
comparison with the Big Three, it was 
no source of joy for anyone. Indeed, 
their very competitors were anxious 
that both companies should enjoy a 
measure of prosperity. A flourishing 
industry with five healthy firms vying 
against each other would provide the 
clinching argument against sniping 
Government trustbusters. 


Unhappily, for all the rooting on the 
sidelines, the Big Three cheering 


92 


section saw both Studebaker-Packard 
and American Motors come out on the 
short end of the score. For the fiscal 
year ended September, Romney’s 
American reported a net loss of $11.8 
million, which, however, was $8 mil- 
lion less than fiscal 1956’s whopping 
deficit. As for Studebaker-Packard, 
it recorded a 42% drop in sales in the 
first half glone, saw its losses run to 
$1.06 a share (against $5.51 in 1956’s 
first half). 

But where American 
limitations and acted 
Studebaker-Packard continued to 
rush in where American feared to 
tread: bumper-to-bumper competi- 
tion with the Big Three. Trying to 
buck the big boys, S-P offered a com- 
plete line of Studebaker Hawks and 
Packard Clippers. During the sum- 
mer, it had also introduced the Scots- 
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From the sidelines, cheers. 


man, a car tailored to the economy- 
minded car buyer, and branched out 
into the booming imported car market 
by arranging to distribute Germany’s 
Daimler-Benz cars in the U.S. That 
gave Studebaker-Packard the widest 
range of autos—price-wise—in the 
industry, from the frugal Scotsman’s 
$1,796 list price to the stylishly stout 
price tags {up to $12,000) on the 
Mercedes-Benz. But by December, 
Studebaker-Packard’s share of mar- 
ket—1.7% in 1956—was down to 1.2%. 


Possibly the trouble at Studebaker- 
Packard was that its more immediate, 
most pressing financial headaches had 
been lifted from its shoulders in 1956 
by Roy Hurley’s Curtiss-Wright Corp., 
which poured $35 million into South 
Bend in the form of long-term leases 
on S-P facilities, and more or less 
took the wheel of the auto company. 
The deal gave defense contractor 
Curtiss-Wright some valuable plant 
for its aeronautic work, but did little 
to solve Studebaker-Packard’s auto 
woes. Still, Curtiss-Wright has good 
reason for wanting to see Studebaker- 
Packard succeed. It holds options, 


extending through this coming Au- 
gust, to buy five million shares of S-P 
stock at $5 a share (price at mid- 
December: 3%). Nor were investors 
missing the point about S-P’s inherent 
value. Toward year’s end, they were 
paying $1.60 for every dollar of S-P’s 
book value, a good premium over the 
$1.19 they were paying for Ford’s, the 
94c for Chrysler’s, the 30c for Ameri- 
can’s. But it was no match for the 
$2.42 at which they priced GM’s. 


Small-Size Specialties 


American Motors, on the other 
hand, wisely concentrated on its spe- 
cialties, the small, agile Rambler, and 
the smaller, imported (from Britain) 
Metropolitan. For 1958, it even 
dropped the Nash and Hudson names 
altogether. By October’s end, Rambler 
had sold more cars (77,318) than in 
all of 1956, but tiny Metropolitan, after 
a string of month-to-month sales 
gains, stalled, slipping 25.3% in Octo- 
ber and falling from the ranks of the 
five leading foreign imports. 


Nevertheless, American’s Romney 
last month had heartening news for 
his 48,500 shareholders. Since Octo- 
ber, he reported, American had 
“turned the corner,” was still operat- 
ing in the black and looked to a profit 
of more than $3 million in the first 
quarter of fiscal 1958. 

Like Studebaker-Packard, Ameri- 
can’s basic balance sheet shortcoming 
is cash. So strapped was the little 
automaker two years ago that it was 
obliged to request a delay in the due 
dates on its $15-million worth of 
insurance company notes and to ask 
for a revolving credit of $45 million 
(of which $40.5 million had already 
been taken down by April). For all 
that, George Romney was quick to 
point out last month that American’s 
bank borrowings are at the lowest 
point since the company was launched, 
totaling $18 million vs. $27 million the 
month before, $36 million the year 
before. What more, Romney added, 
American has a handy potential ad- 
vantage in tax credit carryovers from 
previous loss years which now come 
to $47 million. 

American’s future, of course, de- 
pends on how enthusiastically the 
U.S. driver takes to the small, compact 
car. Romney himself says that by 
1960 small cars will account for fully 
half the U.S. auto market. But since 
he expects them to corral only 7%-8% 
of sales this year (up from 1.2% in 
1954), it is clear that American still 
has a mighty long road to travel. 

But in this, at least, American was 
not alone. As 1957 braked to a stop, 
the auto industry could only hope that 
1958 would not turn out to be what 
Ernie Breech would call an average 
year. 
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Edwin Mosler speeds it in writing with telegrams 


He puts bank 

in business 

ahead of schedule 
—with wires 
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“This 15-ton bank vault door was installed 19 days ahead of 
schedule,” says Edwin Mosler, President, Mosler Safe Company, 
‘and we never could have done it without the telegram. This 
job required a constant exchange of detailed information between 
our plant in Hamilton, Ohio, and our field engineers on the job. 
For all their size these doors have mechanisms as compiex as 
those of a fine watch. The only efficient way we could transmit 
this data fast enough to meet our deadline—and have it in writing 
—was by telegram.” 

For doing business fast, and in writing, there’s nothing like 
the telegram. 





From the mind comes every advance that has marked our upward 
march from the cave. Every achievement of science, every masterpiece 
of art, every forward step in technology. 


We now stand on the threshold of space. Peer deeply into the atom. 
Bend the forces of nature to our will. 


One discovery follows another. But none equals in power 
the one force that gives them all birth... 


Man’s infinite imagination! 
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From natural gas and oll... heat, power, petrochemica/s 
that mean ever wider service to man. 


TENNESSEE GAS TRANSMISSION COMPANY 


AMERICA'S LEADING TRANSPORTER OF NATURAL GAS 


HOUSTON, TEXAS 








RAILROADS 


THE SAD CASE OF HUMPTY DUMPTY 


In one colossal spill, railroad profits began 
to come all apart last year, and nobody 
seemed to know quite how to put the car- 
riers’ scrambled fortunes together again. 


For more than a decade, the nation’s 
railroads have been the Humpty 
Dumpty of the U.S. economy. From 
where they sat atop the booming 
economy, the view was fine. But it 
was also clearly perilous. One slip 
and there was no place to go but 
down. And since their prosperity was 
at best thin-shelled, the results were 
bound to be disastrous. 

Finally last year the _ industry 
slipped, and the splash it made was 
spectacular. In the year’s last half, 
carloadings fell as much as 16°; be- 
hind 1956, and by October’s end 
industry profits were off a thumping 
13:8°7. In that one month alone, net 
dropped 22%. With what looked like 
a nationwide business recession bare- 
ly underway, the industry was clear- 
ly in trouble. Worse yet, all the king’s 
horses and all the king’s men were 
unlikely to put it together again. 


The Seat Perilous 


Even at their loftiest moments, the 
railroads had been an ace away from 
disaster. Less and less of the nation’s 
transport business relatively had been 
coming their way. While the total 
revenue ton miles handled by all car- 
riers had grown 50% between 1946 
and 1956, the: railroad’s physical vol- 
ume rose only 8.9%. The big out was 
a series of rate increases, which were 
largely responsible for a 38°, rise 
in railroad revenues during the peri- 
od, and a 72% boost in net operating 
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income. But that was obviously a 
vein which must eventually peter out 

Another escape hatch was techno- 
logical. Since the war, the railroads 
have plowed back more than $14 
billion into new plant and equipment, 
laid out still another $46 billion on 
more or less routine maintenance 
The results of dieselization, electron- 
ic yard and traffic 


control systems 





FALSE 


PROSPERITY? 

Though railroad profits (bars) hit 
an all-time high in 1955, deferred 
taxes (colored segments) result- 
ing from fast writeofts had made 
the new record possible. On a 
normal basis, industry profits 
have declined steadily. 








S Net income: Millions of Dollars 
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were spectacular. “No other basic in- 
dustry,” says Louisville & Nashville 
President John E. Tilford, “has seen 
so many improvements, the benefits 
of which are reflected in 
efficiency.” In just 


improved 
the 
railroads pared an average 6 percent- 
age points off their operating ratios, 
in 1955 cashed in on the gain in the 
form of alltime record profits of $926 
million 


ten years, 


The trouble was that even these in- 
novations had their limits 
1955, when the inflationary spiral 
turned upwards once again, the in- 
dustry has been hard put to offset ris- 
ing costs. It did succeed in raising 
rates three times 


ever since 


in just 16 months, 
but each time it seemed to slip even 
farther behind. Robert R. Young, 
for instance, estimates the New York 
Central's improvement program add- 
ed $50 million to earnings between 
1954 and 1956. But the Central's 
profits rose only $30 million, and part 
of that gain represented recovery from 
the 1954 recession 

Burdened by the high labor costs 
of their profitless passenger serviee, 
Eastern like the Central 
the Pennsylvania were unmistakably 
losing ground. But superficially the 
industry as a whole still looked rela- 
tively prosperous. Rate 
worked to inflate revenues, while de- 
ferred taxes, resulting from fast write 


roads and 


increases 


oils on equipment, plumped out prof- 
its. The hard fact was, however, that 
on a normal basis the industry’s prof- 
its had been on the downgrade eve1 
since 1950 


The Tide Turns 


Last year the industry’s luck clearly 
began to run out. For most of the big 
had peaked 
out or declined in 


York Central's 


roads, tax deferments 
in 1956, leveled 


1957. The New 


de- 





YARDSTICKS OF MANAGEMENT 
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19.0% 718.1% 
29.5 30.7 96.5 
16.7 3.3 ; 
26.2 13.1 108.1 
26.6 11.2 69.6 
22.7 103.1 
21.0 312.6 
17.6 98.8 
29.8 103.1 
19.2 100.5 
16.7 100.5 
27.0 (671.4) 
31.7 119.3 
22.0 37.8 47.1 
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Figures in brackets show rate at which net per share declines compared with total net 


ferred taxes were due to drop over 
10% (over $970,000), the Southern 
Pacific’s 14% 
Pennsy’s and Chesapeake & Ohio’s 
around 18% (or $2 million). For the 
Baltimore & Ohio, Louisville & Nash- 
ville, and Missouri Pacific, the decline 
(or $1.5 mil- 


would run about 25% 
lion). 
Some roads, among them the Mil- 


waukee, Great Northern, Santa 
Fe, Union Pacific, Southern and Illi- 
nois Central, were more fortunate: 
in 1957 their tax deferrals were sub- 
stantially unchanged. Special cases 
were the Northern Pacific and the 
Norfolk and Western, whose tax de- 
ferrals were up 21% and 26% respec- 
tively. Yet the moral was clear: if 
they hoped to keep earnings steady, 


most railroads would have had to do 


at least as well on operations as they 
had done last year. Few of the roads 
could. 


One big reason was rising labor 


costs, a perennial problem. Under 
the three-year contract that went 
into effect in November, 1956, labor 


costs have since risen 27%4c an hour, 


or more than $600 million a year. 
The carriers had hoped to get by 
with rate increases, but falling traffic 
began to wipe out such gains. As 
the railroads were discovering, these 


added costs exceeded their ability to 


pay. 

“In the past,” as the Milwaukee’s 
Chairman Leo Crowley has observed, 
“wage costs have always been offset 
to an extent by economies from diesel- 
ization, modernized yards, and mech- 
anization of maintenance. But these 
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(or $1.8 million), the, 


ar later ”’ 


22.9 107.1 43.3 


+Decrease in total net. 


economy possibilities have now been 
largely exhausted.” 

Today most roads are completely 
dieselized, and on those that are not 
steam locomotives have been rele- 
gated to standby and switching serv- 
ice. Thus in search of economies the 
industry has turned to electronically- 
controlled automatic yards. Last year 
the L&N, N.Y. Central, C&O and 
Pennsy put $62 million worth of new 
yards into operation, and in 1958 and 
1959 the B&O, Santa Fe, N.Y. Central, 
L&N, Southern, and MoPac are sched- 
uled to complete another $73 million 
worth. The savings are substantial. 
On its new $6-million Minot yard, 
opened in 1956, the GN is getting a 
10% return and the Pennsy hopes 
for a 30% return on its $35-million 
Conway yard, opened last year. Yet 
these innovations have their limits. 

Car locating systems, such as those 
of the C&O and N.Y. Central, are 
another white hope of railroad men. 
Their function: ending the all-too- 
prevalent railroad practice of turning 
away business for lack of cars when, 
all unbeknownst, empties are sitting 
profitlessly out on the line. Eventu- 
ally such roads have hopes of being 
able to dispatch cars entirely by elec- 
tronic computer. 


Winners & Losers 


Such savings, however, are still 
years away—and limited. Last year 
the influence of new operating econo- 


mies seemed to have fallen off, and — 


most roads were steadily losing 
ground. As _ carloadings declined, 
operating ratios expanded—as much 


Ac 1957 came tn a close in-e 
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2.25 
*Figures are class A stock. 


as 3.1 percentage points for the 
Southern, 2.5 for the Santa Fe, 4.7 
for the Southern Pacific. Profits be- 
gan to contract, particularly so for 
the Central (earnings off 68% by the 
end of October) and the Pennsylvania 
(off 42%) both of whose traffic gener- 
ally reacts immediately to any slump 
in manufacturing in its heavily indus- 
trialized territory. 

Alone among the Eastern roads in 
showing staying power last year was 
the B&O, whose profits were off only 
14%, partly because bituminous coal 
stemmed the decline in its carloadings, 
and partly because it had engineered 
a sizable reduction in its fixed charges. 
In the South, where carloadings were 
off nearly as much, the rails fared 
somewhat better despite far skimp- 
ier rate relief. Main reason: superior 
control over costs. One big exception: 
the Illinois Central, whose earnings 
tumbled 40%. 

As a group, the Western roads 
fared considerably better than their 
brethren elsewhere. But that was 
mostly because rising non-rail income 
took up the slack in their profits. Thus 
though the Union Pacific’s rail prof- 
its dipped 11%, gushing income from 
its extensive oil properties evened 
things out. In the Northwest, the 
efficient Great Northern kept the dip 
in earnings to 14%, while rising oil 
and timber income enabled the North- 
ern Pacific to post a 1.7% gain. Only 
in the Pocahontas region were the 
railroads having an unmistakably 
good year. On a flood tide of bitumi- 
nous coal shipments, the Norfolk & 
Western’s net rose 13.3%, the more 
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widely diversified C&O’s 2.4%. 

But for many roads, the decline in 
net profit was all out of proportion 
to the decline in traffic. Reason: the 
great leverage exerted by heavy fixed 
charges. Among the hardest hit was 
the N.Y. Central, whose net plunged 
68% on a 43% dip in operating 
profits. 

Thus while the Santa Fe’s operat- 
ing profit fell 16%, or nearly twice as 
fast as the highly-leveraged Missouri 
Pacific’s, MoPac’s net income dropped 
35%, the Santa Fe’s only 17%. If 
carloadings now decline still more, 
for many roads, leverage may well 
spell the difference between dimi- 
nished profit and outright poverty in 
1958. 


Poorer Payout 


As profits declined, the pinch on 
railroad working capital became acute, 
and dividends began to fall by the 
wayside. Leading off the parade was 
Illinois Central’s Wayne Johnson with 
a dividend cut in October, and within 
weeks the B&O, MoPac and Pennsy 
had followed suit. The cash-short 
New York Central, which might more 
prudently have omitted dividends en- 
tirely, resorted to pacifying its stock- 
holders by spinning off some of its 
assets—a large part of its holdings in 
the prosperous Reading railroad. 
Year-end dividends took a licking. 
The Santa Fe, which preserved its 
quarterly rate, cut its year-end extra 
from 60 to 20 cents. The N&W, de- 
spite the best year in its history, re- 
duced its Christmas cheer from 60 
to 40 cents. And there seemed still 
more bad news for stockholders wait- 
ing around the corner. 

Concerned to cut costs, merger plans 
sprouted everywhere. The N.Y. Cen- 
tral and the Pennsy produced the 
most spectacular—and least likely to 
succeed—plan. But certain other 
mergers were live possibilities. To 
date the Great Northern-Northern 
Pacific-Burlington-Spokane merger 
has not jelled, but last year the Louis- 
ville & Nashville absorbed the neigh- 
boring Nashville, Chattanooga & St. 
Louis, aiming at eventual savings of 
$3 million a year. Heartened by this 
success, the MoPac began examining 
the possibility of merging its pros- 
perous 77%-owned Texas & Pacific 
affiliate. 

But at best mergers were only long- 
range solutions; most roads needed 
immediate ones. In the past, the 
solution would have been to go back 
to the ICC for another rate increase, 
and it was just this that the Eastern 
roads in particular proposed to do. 
The trouble is that in recent years 
rate increases have done nearly as 
much to drive customers into the 
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THE MARKET'S JUDGMENT 


How much are investors 
—_—> pay for $1 worth 
of company’s* .. . 





Baltimore & Ohio $1.24 

Chesapeake & Ohio 1.92 . 0.79 
Chi., Mil., St. Paul 1.19 : 0.10 
Great Northern 1.71 . 0.35 
Illinois Central 0.97 t 0.21 
Louisville & Nash. 1.91 . 0.40 
Missou”i Pacific 2.09 ‘ 0.22 
N. Y. Central 1.15 , 0.11 
Norfolk & Western 1.51 . 0.61 
Northern Pacific 2.40 t 0.28 
Pennsylvania 0.91 , 0.13 
Santa Fe 1.06 : 0.40 
Southern 1.54 y 0.61 
Southern Pacific 1.54 . 0.26 
Union Pacific 1.41 7.44 0.71 


arms of the rails’ competitors as 
they have to fatten its lean profits. 
While between 1946 and 1956 rail- 
road revenue ton miles rose only 8.9%, 
trucks increased their volume 209.5%, 
inland waterways 77.4%, airlines 
545%, and pipelines 140.3%. Worse 
yet, the truckers were walking off 
with the high-profit commodities. In 
1956, for instance, truckers grossed a 
fat 5.9 cents per ton mile, the rails a 
slim 1.38 cents. And there was rea- 
son to suspect that the industry’s 
1957 rate increases had actually ac- 
célerated the decline in traffic. In 
September, for instance, railroad 
carloadings dipped 6.7%, but intercity 
truckers chalked up a 4.8% gain. 


A Matter of Definition 


Thus the high-cost Eastern roads 
were again champing at the bit to 
trot off to the ICC for another in- 
crease. But other railroaders like the 
Southern’s De Butts, a veteran oppo- 
nent of higher rates, were at last get- 
ting a hearing. Finally the industry 


Ratio of fixed charges and contingent interest, % of net income 


got around to setting up regional re- 
search groups to find ways and means 
of exploiting the industry’s competi- 
tive advantage through changes in the 
rate structure. The ICC itself was of 
the opinion that the industry had 
finally reached the point of diminish- 
ing returns on across-the-board in- 
creases, suggested that the rails hence- 
forth increase rates selectively. 

But the railroads still do not see 
eye to eye with the ICC as to just 
what competition consists of. For 
the ICC, competition involves main- 
taining a “fair share” of the market 
for all carriers. For the rails, it in- 
volves winning as much as their oper- 
ating efficiency entitles them to. The 
Southern roads, for instance, discov- 
ered from bitter experience that when 
rail and truck rates were equal on pe- 
troleum moving between Friendship, 
N.C. and points in Virginia and West 
Virginia, most of the business went 
to the truckers. But when rail rates 
dropped 1% cents per 100 pounds 
under truck rates, 75% of the busi- 
ness stayed on the rails. Because they 
could still make a profit at the lower 
rate, they proposed to adopt it. The 
ICC limited the cut to le per 100 
pounds. Under similar circumstances, 
the Southern Pacific went about build- 
ing a $35-million pipeline on its right- 
of-way, a move which soon proved 
so successful that it now has another 
under construction. 


Passenger Problem 


None of the railroads’ very consid- 
erable problems would seem so over- 
whelming but for their greatest liabili- 
ty: their staggeringly unprofitable 
passenger business. The Western rails 
have chosen to make the best of their 
lot by making their passenger service 
as attractive, and hence as profitable, 
as possible. But for the Eastern roads, 
especially those with heavy commute1 
traffic and short runs, no such out is 
possible. 

Some are even charged with letting 
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UNFIXED EARNINGS How much of a threat to 


earnings do fixed charges on long-term debt pose? Chart shows fixed and con- 
tingent interest charges as a percentage of net income, latest year. The higher the 
bar, the bigger looms fixed charges in relation to net profits, the shakier the road's 














passenger service deteriorate in hopes 
of being able to abandon it. Thus in 
refusing to permit the New York Cen- 
tral to abandon four passenger trains 
on its Auburn branch last month, the 
New York Public Service Commis- 
sion claimed it was deliberately try- 
ing to lose business, a charge the 
Central promptly denied. Yet Eastern 
railroaders make no secret of the fact 
that they would like to get entirely 
out of the commuter business, and 
rumor has it that the Central's direc- 
tors have established a policy of cut- 
ting back passenger service in general 
20% a year for the next five years. 
Lacking the Western roads’ substan- 
tial non-rail income to offset the drag 
of their passenger business, few East- 
ern roads feel that they can afford the 
Western roads’ more enlightened at- 
titude. 

The Baltimore & Ohio, however, 
comes close. .Though he proposed last 
month to abandon B&O’s New York 
to Baltimore service, on which it has 
been losing $5 million a year, Howard 
E. Simpson has no intention of get- 
ting out of the passenger business. 
Having introduced the first air-condi- 
tioned passenger coach, the first 
stratodome cars, the first diesel-pow- 
ered passenger trains, B&O now in- 
tends to install Siesta coaches to pro- 
vide sleeping accommodations at 
coach fares. “We will continue to sell 
tickets to passengers,’ Simpson says, 
“come hell or high water, even if we 
should be not only the first road 
ever to sell passenger tickets but the 
last.” 


Tight Squeeze 


As money grew tighter, equipment 
financing at reasonable rates grew in- 
creasingly difficult last year. The 
Central, for instance, refused to sell 
a $6.45 million issue at 5.65°7, decided 
to borrow $5 million privately at 
434% instead. But most roads did 
not have that option. Thus Pennsy’s 
Symes proposed a $500 million gov- 
ernment equipment agency, which 
would lease cars to the railroads at 
user rates. 

Though Symes has often indignant- 
ly denied it, the proposal had the odor 
of subsidy. “Some other private en- 
terprises, so called,” the Santa Fe’s 
Fred Gurley has said, “are able to 
look to government subsidies to meet 
financial needs, but the railroads can- 
not, and for my part I do not want 
them to.” But the Eastern roads were 
beyond caring. 

Standard & Poor refused to share 
their alarm: “The railroads in effect 
are dollar averaging in reverse. They 
must pay high interest costs now, but 
they paid lower interest rates before 
and will pay lower rates again sooner 
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or later.’ As 1957 came to a close, in- 
terest rates once again began to de- 
cline. In October, the blue-chip N&W 
had been forced to pay 4.55% on a 
$4.1 million issue. Last month, how- 
ever, the latest installment went for 
4.07%. 


The Track Ahead 


If the threat of a general business 
letdown spelled real trouble for the 
railroads, it did not bode equal ills 
for all. In all probability, the most 
prosperous roads during the boom— 
the coal-hauling C&O and N&W, the 
diversified Santa Fe and Union Pacif- 
ic, and the highly efficient Southern 
—will continue to be the most pros- 
perous during a recession. The advan- 
tages are all on their side (see table): 
they boast the industry’s most potent 
revenue trends: they manage to bring 


RAILROAD GUIDE——— 


A thumbnail sketch of 
strength ond weakness. 
Carrythru 

to Pretax 10-yr. Avg. 


Return on 
Net Worth 


9.0% 


Oper. 
Ratio 


; et, 
Latest Yr. Latest Yr. 


27.7% 
23.5 5.9 
29.5 6.3 
16.0 7.1 
15.9 48 


Ches. & Ohio 
Southern 
Norf. & West. 
Union Pacific 
Greot North. 


67.9% 
68.6 
68.8 
73.2 
746 


il. Central 
Santo Fe 

Mo. Pacific 
Lov. & Nash. 
North Pacif. 


746 
75.9 
76.2 
79.1 
80.5 


15.2 6.2 
16.8 6.3 
14.3 = 
20.2 7.3 
12.1 2.8 


Balt. & Ohio 
South. Pacif 
N. Y. Centrol 


Pennsylvonic 


80.6 10.4 3.2 
80.9 8.1 46 
81.2 7.6 2.4 
82.4 7.5 2.2 


Milwaukee 83.0 68 2.6 











a larger proportion of revenue down 
to pretax net; they carry their passen- 
ger deficits and fixed charges with 
relative ease: and by and large they 
have averaged the industry's most 
impressive returns over the years on 
net worth. 

In the East. the N&W and C&O, de- 
spite their dependence upon a single 
commodity, coal, are far less vulner- 
able than they once were. A decade 
ago, coal’s biggest markets were the 
unstable railroads and retailers. To- 
day, its number one customer is the 
utility industry, probably as recession- 
proof a market as the economy offers. 
Even during the coal slump of the 
early Fifties, both railroads managed 
to turn a very good profit. 

In the West, the Union Pacific’s and 
Santa Fe’s non-railroad income should 
go a long way toward stabilizing any 


decline in railroad business, while 


their relatively high operating effi- 
ciency should enable them to cut de- 
clines in railroad income to a mini- 
mum. Lacking these advantages, the 
Southern will have only its extraordi- 
nary operating efficiency to fall back 
on, but the Southern’s operating 
knowhow will probably prove nearly 
as adequate a cushion as non-rail in- 
come has been for some of the Wes- 
tern roads. 


Problem Children 


For the Pennsylvania, N.Y. Central, 
and Milwaukee, and to a lesser extent 
the Missouri Pacific and the Baltimore 
& Ohio, a recession will almost cer- 
tainly bring inordinately hard times. 
The Pennsy, N.Y. Central, and Mil- 
waukee would seem to have almost 
nothing to fall back on. Their ef- 
ficiency is underpar, their carry- 
through is poor, their passenger defi- 
cits and fixed charges huge, and al- 
ready the leverage factor has pro- 
voked an alarming decline in earnings 
for the two Eastern roads. 

Though the newly organized MoPac 
has the advantage of superior operat- 
ing efficiency, its fixed charges on 
what is the industry’s heaviest debt 
load are correspondingly larger than 
those of the Eastern roads, a danger 
of which MoPac’s new president Rus- 
sell L. Dearmont is well aware. Last 
fall, he launched an 8-month study 
of the road’s methods and procedures 
in the hope of improving efficiency 
even further, later proposed merger 
with the prosperous Texas & Pacific, 
a move which, if effected, would not 
only lighten the MoPac’s staggering 
debt load, but also upgrade its earn- 
ing power sharply. The B&O also 
faces rough going. For despite the 
miracle wrought in lightening its debt 
load within recent years—last year 
alone, debt was reduced by $21.9 mil- 
lion, fixed charges by $814,000—the 
B&O’s fixed charges still constitute a 
considerable threat to its earnings. 
But against this weighs a lively reve- 
nue trend, and a vast improvement in 
operating efficiency, twin assets which 
probably give it the strongest posi- 
tion of the major roads in the 
East. 


Cry Havoc 


With trouble looming, the railroads 
again looked for their salvation to 
Washington. Last month nine rail- 
road leaders trundled off to the White 
House to plead for tax and rate re- 
lief. Their chances of getting any 
were slim. 

As one analyst put it not long ago, 
“The industry’s been paying for the 
sins of its fathers just about long 
enough. But I don’t expect Congress 
will do anything until one of the big 
roads goes broke.” 
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“A challenge to all of us”... 


a statement by Robert B. Anderson, Secretary of the Treasury: 


“The ownership by 40 million citizens of over 41 billion 
dollars in Series E and H Savings Bonds is a striking 
testimonial of confidence in America’s bright future. It 
means security and opportunity for millions of families 
—a way to provide for children’s education, the building 
of new homes, or more comfortable retirement. 
“‘America benefits, too, from such widespread savings 
bonds ownership. This partnership of individual citizens 
in their government’s fiscal operations means better 
management of the public debt—greater stability for 


our money—brighter prospects for the years ahead. 

“Our country needs more savings—in all forms, in- 
cluding U.S. Savings Bonds—to help finance our growing 
economy; to pay for the plants and tools that mean 
more and better jobs for our ever-increasing population. 

“*Meeting this need is a challenge to all of us. Americans 
everywhere should be encouraged to regularly put aside 
part of their earnings for future needs. And certainly 
part of that saving belongs in the now better-than-ever 
U.S. Savings Bonds.”’ 


The United States Government does not pay for this advertising. The Treasury Department 
thanks, for their patriotic donation, the Advertising Council and Forbes Inc 
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THIS FREE WAY OF LIFE STRENGTHENS THE AMERICAS 


A new concept is sweeping the Western Hemisphere . . . /nterdependence between 
the Americas! Men of goodwill are eagerly seeking new opportunities to bring all 
Republics into a Living Circle of trade and communication. Working together 
they are establishing a sound multi-crop economy, developing wasteland into rich 
farms to supply both local and world markets. Scientific farming, modern machin- 
ery, power and transportation are aiding the workers to produce more abundantly, 
while better housing, schools and hospitals enrich and dignify their lives. 


The vital crops that flow to Northern markets earn dollars for manufactures: 
tractors, refrigerators, telephones, railroad equipment . . . hard goods that flow 
south to increase every country’s potential. These enlarge employment and local 
government revenues—raise the whole standard of living. This is the free way of 
life in action . . . the combined effort of friendly peoples, that strengthens the 
Americas and guards against communist infiltration. 


United Fruit Company 


80 Federal Street, Boston 10, Mass. 





United Fruit Company has been 
serving the Americas usefully 
for 58 years—reclaiming 
wasteland, stamping out disease, 
developing human skills, 
helping by research, new 
techniques and transportation, 
to increase the production and 
sale of bananas, sugar and other 
crops, and expediting 
communications. 
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OIL 


THE DRILL & THE DOLLAR 


Historically, when an oil company could bring in 
a fine flood of oil, the dollars took care of them- 
selves. Now things have changed, and the money is 
flowing out even faster than the oil is coming in. 


“Too many oilmen,” snapped Shell 
Oil’s outspoken President Hendry 
S.M. Burns late last year, “are go- 
ing around saying things are going to 
hell.” If they were, Burns might well 
have added, it was a hell that burned 
with a bright, golden flame. Nobody 
doubted, for example, but that The 
Texas Co. would finish out the year 
as the country’s fifth most prosperous 
company, though it ranks only twelfth 
in sales. So, too, California Standard, 
though only eighteenth in sales, was 
all but sure to finish up seventh in 
profits, just behind Gulf (sales rank- 
ing: tenth). And Jersey Standard, 
long second to General Motors in 
sales, would almost certainly top the 
entire list of corporate moneymakers. 


The Golden Stream 


But for once, not everything about 
the oil industry had a golden hue to 
it. Early in the year, American oilmen 
openec their taps wide to supply Eu- 
rope with oil following the closing of 
the Suez Canal. Then when the canal 
re-opened, the industry left its taps 
open a little too long. With U.S. de- 
mand limping ahead by only about 
1% or 2%, vs. an expected increase of 
5%, many an oilman found himself 
floating in oil above ground. 

Yet nothing could really slow the 
golden stream. In a year in which 
the average businesman was _ hard- 
pressed merely to keep pace with 
1956, Texaco boosted its profits by a 
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walloping 17.2% in the first three 
quarters, and Gulf topped even that 
with a 17.8% increase. Galifornia 
Standard’s earnings were up 11.2%. 
At Cities Service, Chairman W. Alton 
Jones reported 5.1% higher profits and 
Burns’ own Shell netted 5.7% more 
than during the same period of 1956. 

There was also plenty of other 
evidence to support Burns’ impatience. 
Over the years, so huge have the 
profits generated by the industry. been 
that they have made the very word 
“oil” synonomous with wealth. That 





DOLLARS 
AND BARRELS 


In 1952 it cost oilmen on average 
just $1.17 to find a barrel of oil in 
the U. S. Four years later the cost 
was $1.36. Result: a $2-billion in- 
crease in exploration costs with- 
out any compensating boost in 
the amount of oil uncovered. 
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was still true last year. On average 
the industry’s Big Seven—Jersey, 
California, Texaco, Shell, Socony, In- 
diana and Gulf—were doing better 
than their traditional lavish 13.9c a 
year return on each dollar of stock- 
holders’ equity. Some other compa- 
nies, like Continental Oil with a glit- 
tering 13.4c return, managed to stay 
close to the averages. 

Certainly, no oil stockholder last 
year had reason to believe that he had 
invested his money in anything but a 
spectacularly profitable industry. That 
oil is just that was clear from the par- 
tiality of the huge investment trusts, 
which cherish among their “Favorite 
Fifty” investments all of the Big Ten 
oil companies. The oil companies have 
returned the favor, paying out on 
average a generous 43.6% of their 
lush profits in dividends. One of them, 
Indiana Standard, has added to the 
payout with valuable Jersey Standard 
stock. Another, Continental Oil, 
beating the averages, has distributed 
a rousing 60.6c on every dollar of 
profits. Most jarring exception: J.P. 
Getty’s hapless Tidewater Oil, which 
paid only 16.6%, 
even that. 

Oil investors have anothe: 
for their preferences. Thei 
and stake in earnings has been diluted 
by new stock offerings less than in any 
growth industry. Shareholders of 
Burns’ Shell Oil Co., for example, have 
seen earnings per share rise 99.8, as 
fast as total profits. An industry rec- 
ord? Not at all. Stockholders at Texaco 
and California Standard have _ suf- 
fered not even that miniscule dilution 
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The Sour Note 


Profits, however, are not the only 
ledgers. If 
health on 


“cash 


figures on oil 
they 
the industry's cheeks, 


company 


are the rosy glow of 


flow” is 


101 





YARDSTICKS C 


TAG 
SASS 


1956 | 1957(es 


wee SN 


SAS 
ON NS SENG 


SALAD AX 


MANAGEMENT 





10.4¢ 8.7e¢ 

10.7 10.9 

14.4 = 13.4 

14.8 17.5 

9.7 10.0 

5.1 15.6 

9.6 9.0 

11.7 = 10.8 

, 15.7 17.0 

Standard Oil (Iind.) 7.9 7.7 
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Sun Oil 11.4) 11.1 
Texas Co. B.S 617.5 
Tidewater Oil 10.2 9.3 


“Decrease in net per share. 


its life’s blood. This is the actual 
money management has left over after 
it has paid all its expenses and taxes, 
but before it has deducted deprecia- 
tion and the not-inconsiderable de- 
pletion allowance, the 274%2% tax 
forgiveness that has made Texas the 
natural habitat of the millionaire. 

It involves no small sums. Cash 
flow, in fact, often runs to twice an 
.oil company’s reported’ earnings. 
Thus while Texaco’s Chairman Au- 
gustus Long managed to raise his 
profits to $4.43 a share during the 
first nine months of the year, he also 
had another $2.91 per share in pocket 
thrown off in depreciation, depletion, 
amortization and surrendered leases. 
Dry hole costs added in 66c more, 
giving him working use of no less 
than $8 a share. 

But last year some of the luster 
wore off this bright picture. In the 
past, their heavy cash flow normally 
enabled the oilmen to carry out their 
financing on a do-it-yourself basis. 
Even their huge expansion bills could 
be covered entirely out of cash flow, 
without any new debt or stock offer- 
ings. But last year even the industry’s 
enviable rate of cash flow was no 
longer enough. Jersey Standard’s 
cash throwoff, for example, which 
came to $6.08 a share in 1956, could 
not any longer completely cover ris- 
ing expansion expenditure, which 
came to $7.11 a share. 


The No Hit Parade 


The result was a parade of new 
financing, and it made no hit with in- 
vestors. Socony Mobil offered its 
stockholders $199.3 million in new 


102 


32.4% 1 
33.6 
35.1 


01.3 
52.6 
96.1 
53.7 
28.1 
99.8 


* 


74.1 
100.2 


77.8 
124. 
100. 
127.6 


stock, even though it meant diluting 
earnings by 7%. Jersey Standard, in 
one of the biggest flotations ever seen 
on Wall Street, managed to get by 
with only a 3% dilution. At Gulf, 
President Bill Whiteford carefully 
avoided dilution by adopting a differ- 
ent play; he sold some $34.6 million 
worth of Texas Gulf Sulphur common 
stock. 

To the puzzlement of most investors, 
the oilmen were doing nothing to cut 
back capital expenditures—quite the 
reverse. Jersey Standard, for example, 
was going ahead with ambitious plans 
to build a handful of expensive re- 
fineries in Europe. Sinclair was 
spending heavily in Venezuela. So 
was Atlantic, though it already carries 
a huge debt load. For its part, Tide- 
water opened a new $200-million re- 
finery in Delaware, and was spending 
still more millions to hunt oil in 
Turkey. 


The 


Even in the growth-minded chemi- 
cal industry, it is normal to cut back 
on spending when cash flow slows 
down. Why, then, were the oil- 
men still spending? Could the know- 
ing investor conclude that there was 
a very direct connection between 
spending and squeeze? 

There was, as the evidence all too 
clearly showed. For increasingly cash 
flow was being eaten into by the 
steadily rising costs of finding oil. 
Over the past five years, for example, 
Atlantic’s President Henderson Sup- 
plee has averaged a l6c operating 
profit margin on the sales dollar. Now 
this margin is the basic index of a 


Cause 
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company’s prosperity, for it tells how 
much remains to the company after it 
has paid all operating expenses, but 
before it has paid taxes, dividends and 
the like. What happened? At first 
Supplee was able to raise the margin, 
as low as it still was. But last year, 
rising costs in the U.S. pinched 
Atlantic so sharply that its margin 
slipped back to 14c. Groaned Supplee 
with dissatisfaction: “The third quar- 
ter profit result is not a measure of 
progress toward our objectives.” 

The squeeze was industry-wide, and 
it caused even Texaco’s Gus Long to 
issue a warning to his stockholders 
at the end of the third quarter. “With 
reduced production allowables and in- 
creased costs,” said he, “fourth quarter 
earnings this year may not be as good 
as the fourth quarter of 1956.” 


The 


Was there anything the oilman 
could do to stem the tide of rising 
costs? One way is to get a stake in 
low-cost production. As industry ex- 
perience clearly shows, the most prof- 
itable formula for an oil company is: 
1) a good supply of crude oil of its 
own; and 2) having a high percent- 
age of that crude come from abroad. 

Thus it is that the big five inter- 
national companies—Jersey, Socony, 
Texas, California and Gulf—by ex- 
ploiting low-cost foreign fields have 
been able to return no less than 14.8c 
on average over the past year on 
each dollar of stockholders’ equity. 
Among the domestic companies, only 
Continental, with more oil than it 
needs, and Shell, with its chemicals, 
can come close to that showing. For 


Cure 
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like Indiana Standard, with little do- 
mestic oil and no foreign production, 
the return may be as low as its 7.9%. 

So the domestic companies—wheth- 
er squeezed or not—have had to make 
an expensive belated move to over- 
seas sources of crude. For the pio- 
neers, the rewards were lush. Wall 
Streeters estimate that the interna- 
tional companies, for example, had 
to invest only .007c for every barrel 
of oil they found in the Middle East, 
and their operations in other parts of 
the world are almost as profitable. 
Even today when 10c will find a bar- 
rel of oil in the Far East, in Venezuela 
it costs 23c, in Canada 56c. In the U.S. 
the cost shots up to 85c. 


Wall Street's Worries 


If this were all, the profit-loaded 
international companies should be the 
stand-out performers on Wall Street’s 
Big Board. In point of fact, they are 
not. Though it will pay 33 times earn- 
ings fur “growth stock” Minnesota 
Mining, the Street will pay only $12.04 
for each $1 of Jersey Standard’s earn- 
ings, and no more than $11.21 for Tex- 
aco’s. Even more striking, it considers 
$1 of California Standard’s earnings 
worth only $10.93, though the same 
dollar. at slow-moving Sun Oil is 
valued at $14.33. 

But Wall Street has its reason, and 
it is a good one. The fat Middle East 
profits of the internationals are as 
risky as they are rewarding. Thus 
when Nasser turned his key in the 
Suez locks, California Standard’s East- 


ern Hemisphere remittances dropped ‘ 
44% to $29.5 million, in the first half 


alone. Comments Socony’s President 
Albert L. Nickerson wryly: “Investing 
money abroad is a far cry from putting 
nickels in a slot machine rigged to 
pay off.” 

No wonder then that the Inter- 
national Set was also putting money 
into American oilfields, although they 
are far less profitable than the Middle 
East’s. The trick they hope to turn, 
of course, is to strike a nice balance 
between risky high profits abroad and 
smaller but surer returns in the U.S. 
It has been Jersey’s Eugene Holman 
who has long led the class in solving 
this equation. Of Jersey’s consolidated 
net income, a good third comes from 
the U.S. and Canada, 45% from Latin 
America and only 22% from the East- 
ern Hemisphere. Result: a fat 22.8% 
operating profit margin. Explains 
Holman: “If Jersey gets bad news 
from one part of the world, it’s coun- 
tered by good news from another part. 
You can’t afford to have all your eggs 
in one basket these days.” 

Last year, however, Holman startled 
Wall Street by dropping one of his 
precious eggs in a most precarious 
basket. He started dickering to get 
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OIL DRILLING 


A question of squeeze and spend. 


Jersey a concession of its own in Iran, 
a country which has a rich tradition 
of expropriating oil investments. But 
Holman had his reasons. To be sure, 
the risk was there. But so were wells 
that pump up no less than 8,335 bar- 
rels of oil a day vs. a daily average of 
just 12.9 barrels in the U.S. 


Home Sweet Home 


Iran is a luxury that the other in- 
ternationals could ill afford. Like Hol- 
man, Socony’s Chairman B. Brewster 
Jennings has carefully spread his in- 
vestment around the world. But his 
venture has not paid off nearly as well 
as Jersey Standard’s. Too many of 
Socony’s dollars went into refineries, 
which never return the fat profits of 
a producing oil field. Thus, though 
huge sums were expended on Socony’s 
refineries, at their best profits grew 
only 11.8% as much. Meanwhile 
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California Standard, which was put- 
ting its outlays into wells, boosted net 
15.3c per dollar of outlay. 

Socony also has not balanced off its 
risks abroad as thoroughly as have 
others. Thus Texaco depends on the 
Eastern Hemisphere for less of its 
profits — 35% —than Socony — 42%. 
Even so Texaco had hedged its posi- 
tion by a big stake in U.S. oil, boosting 
domestic reserves to 2.1 billion bar- 
rels, one of the largest holdings in the 
nation. It has also made sure its re- 
fineries ran a high percentage of high- 
profit gasoline. Similarly, Jersey has 
made its Humble affiliate the biggest 
U.S. producer. Socony, by contrast, 
has never supplied for itself more than 
half the domestic oil it needs. Result: 
an 11.7% return on equity, lowest of 
all the internationals. 

Thus last year Socony boldly spent 
half again as much to find oil in the 
U.S. as it did abroad. In this, Brew- 
ster Jennings had plenty of company. 
Since profits mean little if they end 
up in the pocket of Arabian national- 
ists, California’s R. Gwin Follis was 
spending no less than $120 million on 
a crash program to develop new pro- 
duction outside the Middle East. The 
same sort of crash effort was also be- 
ing made by Gulf’s Bill Whiteford, 
who inherited an embarrassment of 
Arabian riches (39% of profits) at 
Gulf. 

Not only was Whiteford drilling fo: 
oil last year, but he was also spend- 
ing heavily to buy into American and 
Canadian companies with Western 
Hemisphere reserves. To pay for this 
program, Gulf stockholders have had 
to settle for a skimpy 28% in cash 
dividends, though Gulf’s operating 
profit margins surpass Jersey Stand- 
ard’s. Their investment, however, will 
be the safer for it. 


Calypso in Trinidad 


Nobody has coppered his bets so 
successfully—and so thriftily in these 
dollar-tight days—as Texaco’s 
Long. Two years ago, ex-salesman 
Long personally negotiated a deal to 
buy England’s Trinidad Oil Co. for 
twice the market price of its stock 

On the surface, Long got a slightly 
firmer foothold in such stable 
as Canada, Great Britain and tiny 
Trinidad itself. But this was only the 
part of the iceberg that showed above 
water. Last year Long shrewdly sub- 
stituted Trinidad crude for oil he 
formerly bought from outsiders. So at 
a time when even Jersey was hard- 
pressed to increase profits, Long wid- 
ened his operating profit margin from 
an already high 23.2c on the sales dol- 
lar to an amazing 29.5c. 

Actually it is doubtful that any do- 
mestic oil companies could generate 
the cash to buy a Trinidad Oil. For in 


Gus 


lands 
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oil, as in anything else, it takes money 
to make money, and cash is something 
the domestic companies have precious 
little of. During the boom year of 
1956, Sinclair, for example, returned 
only 9.6c on every dollar of its huge 
investment in refineries and pipe- 
lines. Standard Oil of Indiana has 
long been in the same profitless boat. 
Though it ranks with Jersey and 
Gulf as an integrated major, its 7.9c 
return on investment in 1956 ranked 
below even Socony’s 11.7c. 

In part, this lack of profitability 
stems from the basic economics of oil. 
The man who produces a barrel of oil 
charges $3.25 for it. The refiner, who 
runs it through his expensive equip- 
ment, may add only 85c to its value. 

No man is more aware of this dis- 
parity than Continental’s shrewd 
President Leonard McCollum. To 
make money, McCollum has always 
felt, you must go where the money is. 
So ever since he become Conoco’s 
president in 1947, McCollum has 
plowed a maximum of his money into 
exploration, at the same time that 
Indiana’s Wilson was conservatively 
building refineries and marketing 
outlets. 

“It’s still worth it,” says Zeb May- 
hew, assistant production chief at 
Jersey Standard, “to find a big field 
in the U.S.” He may have been think- 
ing of Leonard McCollum. By empha- 
sizing production, McCollum’s operat- 
ing profit margin over the past five 
years has averaged 24c on the sales 
dollar, a rate which runs well ahead 
of even Gus Long’s and far ahead of 
Indiana’s thin 17.5c. 


The Long Delay 


In a way, Sinclair’s Percy Spencer 
was doing a good imitation of McCol- 


lum’s performance. His plunge was 
in Venezuela, where he had finished 
developing a field that might add as 
many as 35,000 barrels of oil a day to 
Sinclair’s skimpy production. If so, 
the oil could go a long way toward 
making Sinclair look more like 
Conoco, less like profit-starved Tide- 
water. 

But if Sinclair too long delayed 
hunting production, Tidewater had de- 
layed even longer in building refine- 
ries. It did not build a new one, in 
fact, until last year, a move which cost 
it interest rates of 3.2%, while com- 
panies like Phillips and Shell, having 
built earlier, were paying only 2.8%. 
Worse, the Government order cutting 
back imports of oil slashed President 
David Staples’ planned imports by 
60%. What would the new refinery 
run on? “We won't,” groaned Staples, 
frankly, “have enough dollars to pay 
interest and principle on funds bor- 
rowed to finance it.” 

A far different answer came from 
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Cities Service’s W. Alton (“Pete”) 
Jones, who posed the most dramatic 
bid of any domestic company for a 
cut in overseas profits. In the past, 
Jones has always been handicapped 
by the fact that he had to worry about 
selling off Cities Service’s utilities 
with one hand (the result of the Gov- 
ernment’s famed Public Utility Hold- 
ing Company Act of 1935) while run- 
ning an oil company with the other. 
Result: a 10.7c return on stockholders’ 
equity, even lower than Sun’s. 

But unlike Sun, Jones has always 
been willing to look for profitable for- 
eign oil. Last year he looked harder 
than ever: 1) he got a head start on 
a concession in promising Algeria; 
2) he struck oil in the remote Sul- 
tanate of Muscat and Oman. Even 
to big ($1 billion total assets) Cities 
Service, this one strike could make a 
big difference. If the field turns out 


CATALYTIC CRACKER 
In refining, thin profits. 


to be even one twentieth as rich as 
Gulf’s Kuwait diggings, Wall Streeters 
estimate, Jones in time could add 60c 
a share to his earning power. 


Petrochemical Products 


But even a company with no crude 
riches could exploit still another way 
to make profits: petrochemicals. And 
everybody in the industry, from Jer- 
sey’s Holman to Sun’s Pew, was in fact 
busy at it. Cities Service and Conti- 
nental, for example, planned a 200- 
million-pound-a-year ethylene plant. 
Gulf was already producing 12% of 
the industry’s total output of ethylene. 

Few oilmen, however, have wrung 
as much profit out of petrochemicals 
as Phillips Petroleum’s Chairman 
Kenneth S. “Boots” Adams. His Phil- 
lips Chemical Co. ranks among the 
biggest makers of petrochemicals in 
the country. But this eminence has 


borne a stiff price. For Phillips has 
had to float more and more stock to 
pay for its huge petrochemical plants. 
Result: earnings per share have risen 
only 28.1% as fast as total net. 

WallStreet, nevertheless, pays $13.18 
for every dollar of Phillips earnings— 
even more than it will pay for Texaco. 
Reason: “Crude liquid hydrocarbons 
are generally priced around Ic a 
pound,” explains Vice President T.L. 
Cubbage. “By converting them to 
gasoline and other fuels, we add less 
than lc a pound to the original value. 
The average price of petrochemical 
products, on the other hand, will prob- 
ably range between 10c and 15c a 
pound—and some are even higher.” 

In effect, then, Wall Street is capi- 
talizing the profits that are certain to 
come once Phillips’ plants are paid 
off. It follows the same reasoning with 
Shell. Getting 13% of his sales from 
chemicals is one of the reasons 
H.S.M. Burns has been able to keep 
his operating profit margin at an 
amazing 24.8c on the sales dollar. In 
a way, moreover, petrochemicals have 
been the escape hatch that saved Shell 
from becoming another Tidewater or 
Sun. For Burns must leave foreign 
production to the Royal Dutch/Shell 
Group, which owns 65.4% of Shell. 

But the chemist’s test tube is not 
necessarily the alchemist’s magic. No 
man knows that better than Indiana 
Standard’s Chairman Robert E. Wil- 
son. Anxious to work himself out of 
the refiners’ profitless prosperity, two 
years ago Wilson took over the $18.5 
million Carthage Hydrocol plant, 
which had been built to make syn- 
thetic gasoline. The experiment failed, 
and Wilson closed the plant down last 
year. Probable loss to earnings: about 
$5 million, a sum that profit-short 
Indiana could ill afford. 


Things to Come 


Even if the plant had worked, Wil- 
son might have found himself carry- 
ing synthetic coals to Newcastle. As 
Conoco’s McCollum puts it: “The 
near-term outlook for oil company 
earnings is not appreciably better than 
in the third quarter of 1957, when a 
group of major companies registered 
a 5% decline in profits below 1956 
levels.” 

There is, however, one bright spot. 
Over the years, oil demand has been 
moving in two definite cycles: a 3- 
year movement, which ended with the 
1949 recession, and a 5-year move- 
ment, which was cut short by the 1954 
recession. Thus if demand shows only 
a slight increase this year, it will com- 
plete another cycle, indicating a pos- 
sible sharp gain in 1959. This pattern 
cheers most oilmen. “I don’t,” says 
Jersey’s Eugene Holman flatly, “have 
my tail between my legs.” 
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“The pause that refreshes with Coca-Cola” 


Coca-Cola, enjoyed more than 58 million times each day, is the best-loved 


sparkling drink in all the world. The great taste of Coke and its welcome lift 
give fresh energy for work, make the “pause that refreshes’’ good business. Yes, 
it’s a better place to work—and the work is a lot better—when the refreshment 


folks prefer is on-the-job with them. Why not put in a cooler for Coca-Cola? 


**COKE’* 18 A REGISTERED TRADE-MARK. COPYRIGHT 1957 THE COCA-COLA COMPANY, SIGN OF GOOD TASTE 





For a better way to care for your nest eg¢ 
talk to the people at Chase Manhattan 


Investment problems should never be 
allowed to interfere with the contem 
plation of prowess. 

Small as they are, such details as 
stock rights and records, call dates and 
coupons are frequently a nuisance to 
the nonprofessional. 

That’s one reason why Chase Man- 
hattan has a Trust Department. 

A more important reason is to help 
you keep your nest egg intact, and to 
make plans with you for ultimately 
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conveving it to your heirs with as little 
confusion and tax loss as possible. 

These nest egg services are imme- 
diately available to you at Chase Man- 
hattan. The Bank will act as your Ex- 
ecutor and Trustee, serve as Custodian 
of vour securities, advise you on your 
investments, and plan your estate with 
you and your lawyer. 

For detailed information about the 
nest egg service that most interests you 


phone HAnover 2-6000 or write to: 


Personal Trust Department, The 
Chase Manhattan Bank, 40 Wall 
Street, New York 15, New York. 


THE 
CHASE 
MANHATTAN 
BANK 


CHARTERED 1799 


Member Federal Deposit Insurance C or poration 
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Solid line is computed weekly and monthly, gives equal weight to 
five factors: 
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in manufacture) 
. Are people spending or saving? (FRB department store sales) 
. How much money is circulating? (FRB bank debits, 141 key 
centers) 
Factors 4 and 5 are adjusted for valve of the dollar (1947-49 
== 100), factors 1, 4 and 5 for seasonal variation. 
Dot indicates an 8-day estimate based on tentative figures for five 
components, all of which are subject to later revision.* 
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*Final figures for the five components ‘ 1947-49 

Oct. Nov 
147.0 
118.6 
101.8 
118.0 
170.1 


= 100) 
Dec. 
147.0 
119.0 
102.8 
120.6 
147.5 


Oct. 
(Prelim.) 


142.0 
120.0 

99.0 
112.8 
150.7 


jan. 
146.0 
119.0 
100.5 
117.4 
161.5 


Feh. 
146.0 
118.9 
100.8 
116.4 
161.9 


March 
146.0 
118.9 
100.5 
118.9 
159.2 


April 
144.0 
120.6 
99.8 
114.6 
156.6 


May 
143.0 
120.5 

99.5 
117.4 
157.7 


June 
144.0 
120.8 
100.3 
119.4 
139.0 


July 
144.0 
120.6 

99.5 
123.9 

157.1 


August 
145.0 
120.7 
100.3 
125.7 
155.3 


Sept. 
144.0 
120.4 
100.3 
119.2 
144.7 


Production 
Employment 
Hours 

Sales 

Bank Debits 





THE MARKET OUTLOOK 


by SIDNEY B. 


ment spending (which is even greate 
than defense) 
uptrend. 

But all this still adds up to a deficit 
rather than a surplus. The same point 
can be illustrated by considering the 
outlook for each major industry indi- 
vidually. Only a relative 
unmistakably fall on the 
of the ledger. 
‘tural 
ment, containers electrical 
equipment, food, petroleum 
building and tobacco 

But there seldom is 
in the obvious,” and the almost com- 
plete unanimity of the 
effect that the 1958 business outlook 
is fearful in itself is 
this connection 


is in an unmistakable 


No Charm in the Obvious 


By now, everyone who owns securi- 
ties knows that a broad _ business 
setback is in force, that the momen- 
tum alone will carry the popularly 
quoted production figures lower be- 
fore they can get better. It’s a rela- 
tively simple matter—perhaps almost 
too simple—to build up a case for 
sour sentiment in 1958. The balance 
sheet of the underlying forces which 
combine to make the business trend 
unmistakably add up to a net debit. 

For example, there is little question 
but that industry’s expenditures for 


to $2 billion. 

This, then, leaves 
two remaining legs 
to support the U.S. 
business stool—the 
consumer and the 
Government. With 
retailers through- 
out the country re- 
porting that the public has become 
more price conscious, more practical, 
consumer purchasing at best will be 
equal to 1957. New home buying 
might increase, but auto purchases 


handful 
plus” side 
These inc lude agri ul- 
machinery, building and 
drugs 
ship- 


any charm 


opinion to 


suspicious. In 
it's well to recall the 


new plant and equipment will be be- 
tween $5 and $7 billion less than in 
1957. Secondly, industry’s inventory 
holdings, another determinant of the 
trend, probably will decline $1 to $2 
billion in 1958. Thirdly, with the Free 
World suffering a dollar shortage, our 
export trade may be off another $i 
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are likely to decline, and one should 
just about offset the other. Govern- 
ment spending of all kinds will, how- 
ever, be up, possibly by $5 
billion. Our road building program 
is likely to gain momentum, defense 
spending unquestionably will be 
boosted, and state and local govern- 


some 


time-honored rule that it takes a sur 
prise to make a new price trend 
With most stocks in tune with today s 
realities, the chief question of the 
moment is on which side of the ledge1 
the surprise might fall 

It goes almost without saying that 
there will be 


some disillusionment 





Special 


69 STOCKS... 
Selected for a Purpose 


Ar this juncture in the market, with signs of business recession multiplying, proper 
selection is imperative for the protection and increase of capital and income. A special 
supplement to the Value Line Survey lists 69 stocks selected for the following investment 
purposes: 

1. For Generous Current Income—24 undervalued* stocks of better than average 
quality yielding from 6.3°% to 8.7°%, based on dividends estimated for the 
next 12 months. 

2. For Capital Appreciation—28 undervalued* stocks of high quality whose price 
performance during the next 12 months and 3 to 5 years hence is expected 
to be far superior to the average of all 850 supervised stocks. 

3. For Safety—17 undervalued* stocks of highest quality with a long record of 
stability. These stocks may be expected to hold their values better than most 
stocks even in declining markets. Yields range from 2.9%, to 6.5% 


*By “undervalued,” we mean specifically “priced below the normal capitalization of earnings 
and dividends” as graphically indicated in the Value Line Rating of the individual stock. 


Your own investment objectives will determine which of these stocks are best for you. 
If you have a large cash reserve, you might divert part of it to these undervalued stocks 
because the values are good enough to justify a more venturesome position at this junction 
than heretofore. Where switching is in order, we suggest consideration of these stocks 
because they may offer better value for your money, currently and over the long term. You 
are invited to receive a copy of this special supplement with 69 stocks “selected for a put 
pose” at no extra charge under the Introductory Offer below. 


mA SPECIAL $5 INTRODUCTORY OFFER: 


You are invited to receive at once, and at 
valuable investment aids: 
1.69 STOCKS SELECTED FOR A PURPOSE—undervalued 
generous income, capital appreciation or safety 
2. COMPLETE SUMMARY OF ADVICES on 850 stocks, to enable you to 
check all your stocks immediately 
3. AN INVESTMENT PROGRAM FOR LIFETIME SECURITY, a special 
Value Line Study that shows how to carry out your own financial aims 
AND, IN ADDITION, you will receive at one-half the pro-rata fee, the next 
4 weekly editions of the enlarged and improved Survey including Ratings 
& Reports (approximately 80 pages per edition) on 365 leading stocks; 4 
Weekly Supplements; 2 Fortnightly Commentaries; Supervised Account 
Report; 4 Weekly Summary-Indexes. 


no extra charge, the following 


stocks for 





To take advantage of this unusual Introductory Offer, send $5 to Dept. FB-96 
Name 
Address 
Ss dee tics aula ee Ns 


THE VALUE LINE 


INVESTMENT SURVEY 
Published by ARNOLD BERNHARD & Co., inc. 
VALUE LINE SURVEY BUILDING, 5 EAST 44TH STREET, NEW YORK 17, N.Y. 





| Day 





BOOK MANUSCRIPTS 


CONSIDERED 
by cooperative publisher who offers authors early 
publication, higher royalty, national distribution, 
and beautifully designed books. All subjects wel- 

comed. Write, or send your MS directly. 
GREENWICH BOOK PUBLISHERS, INC. 

Atten. MR..MELLON 489 FIFTH AVE. 

NEW YORK 17, N. Y. 


TO $10,000 
50 Highest Rate Assns. 


4% on SAVINGS 


plus 1% systematic savings 
SYSTEMATIC WAIL AD — NOT REPEATED 
InvestorService 11 W42, NYC. LA 4-7665 

















between January and St. Patrick’s 
concerning the Government’s 
ability to turn the business tide. And 
there probably will be renewed mis- 
givings about the over-all situation, 
for the first quarter figures will make 
poor comparison with those of a year 
earlier. But there could be a pleasant 
surprise in coming months: a spring 
upturn in business rather than a com- 
plete collapse. To express a minority 
view, there simply is too much una- 
nimity of opinion to the effect that 
the second half outlook is promising, 
but the first half outlook bleak. If 
anything, the pattern may be re- 


| versed. 


Four factors can be cited in sup- 
port of this philosophy: 

1) The automobile industry faces a 
hard winter, for the new models are 
far from exciting, inventories are 
high, used car prices are soft. By 
spring, however, the industry will 
have the benefit of the fact that some 
900,000 more car owners will have 
completed instalment payments than 
in 1957. 

2) The various trial balloons the 
Administration has sent up regarding 
a compensatory increase in defense 
spending to offset a reduction in 
other expenditures overlook the prac- 
tical realities. For one thing, Congress 
will reconvene in an angry, humili- 
ated frame of mind, with the likely 
result that there is to be a greater 
increase in defense spending than has 
been projected up to now. Secondly, 
in these abnormal times, when it 
might be said we literally can’t af- 
ford a depression, the pressure will 
be to spend more rather than less on 
everything else. In other words, the 
“dragging out” period might be com- 


* pressed. 


3) Many of the statistical indica- 
tors basically,are slow moving, with 
the result that they look worst when 
the greatest progress is being made 
in correcting previous maladsust- 
ments. This normal time lag could 
mean that the fundamental situation 
is much closer to a turn-about by 
spring than the figures themselves 
will suggest. For instance, we have 
been in an old-fashioned inventory 
readjustment for some time. 

4) In line with the foregoing, it is 


| quite possible that past defense poli- 


cies have had a much greater impact 
on the business trend than is pop- 
ularly realized. The belt tightening 
could have importantly contributed 
to today’s uneasiness. If this be true, 
and there is no way to support or 


| refute the theory, the reversal of de- 


fense spending policy which already is 


in effect may have a constructive 


over-all influence. People in the ma- 
terials handling business, for exam- 
ple, say that a re-equipment boom is 
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possible in the latter part of 1958, 
once Boards of Directors reverse 
present policies. 

Above all, the fact remains that 
prices of most stocks—not the aver- 
ages, or the growth stocks—are quite 
realistic. Time has begun to work on 
the side of the long-term investor. 
For example, there seems little ques- 
tion but that a profit can be realized 
some time in the next few years in 
American Radiator around 11, Balti- 
more & Ohio around 22, Blaw-Knox 
around 21, Burlington Industries 
around 10, Magma Copper around 35, 
Monterey Oil around 20, Philco around 
14, Reynolds Metals around 35, St. Jo- 
seph Lead about 24, Westinghouse Air 
Brake around 20, and the like. With 
few exceptions, these are prices which 
prevailed before the last bull market 
started and are interesting on the 
basis of the residual values as going 
businesses. 

True, the fact that many stock 
prices are realistic and/or depressed 
does not mean a new bull market. 
Rather, it does mean a perhaps sur- 
prising indifference to the obviously 
declining business trend as long as 
this is kept within reasonable bounds 
and there is hope for an upturn. The 
chief unknown today is “How far 
down—and how long?” We could very 
well be in a neuter gender period be- 
tween booms. But this, in itself, need 
not be a barrier to important inter- 
mediate advances. 


This is one of the reasons why, as | 


was stated last month, today’s secur- 
ity buyer must pursue an unorthodox 
market policy. There is little point in 
talking about the long-term business 
trend, say that of the next twelve 
months, when it simply is too obscure 
for definition. Today’s security buyer 
can’t rely on an over-all flood-tide to 
provide the bulwark for purchases. 
He must be extraordinarily selective, 
and flexible 

In this connection, the upturn in 
the bond market is a bullish back- 
ground force on the stock price trend 
inasmuch as: 1) It will remove com- 
petition from the stable income groups 
whose yields formerly were at a dis- 
advantage in relation to the return 
afforded in the bond market; 2) It 
will encourage pension funds and 
other institutional investors to seek 
out good-yielding stocks of compa- 
nies that operate more or less inde- 
pendently of the business cycle. This 
is the reason why the food stocks, 
such as National Biscuit, the finance 
stocks, such as C.LT., the grocery 
stocks, such as Great A. & P., have 
had special market interest recently. 

In a word, 1958 is likely to be a 
year of surprises, and disappoint- 

(CONTINUED ON PAGE 119) 
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This advertisement is neither an offer to sell nor a solicitation of offers to buy any of these securities. 
The offering is made only by the Prospectus. 


NEW _ ISSUE 


December 13, 1957 


$20,000,000 


Commonwealth Oil Refining 
Company, Inc. 


(Incorporated under the laws of the Commonwealth of Puerto Rico) 


6% Convertible Junior Subordinated Debentures 
due 1972 


Price 100% and accrued interest 


$18,500,000 of this issue is being offered to the public and 
$1,500,000 is being placed directly at the price shown 
above, without deduction of underwriting commissions 


Cepies of the Prospectus may be obtained from any of the severa 
including the undersigned, only in States in which such underwriters « 
to act as dealers in securities and in which the Prospectus may le 
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Blyth & Co., Inc. Eastman Dillon, Union Securities & Co. 
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HOW BARON ROTHSCHILD 
BUILT A FORTUNE 
BUYING “STOCKS NOBODY WANTED" 


For large profits, Baron Rothschild bought stocks when nobody else 
was interested in them. He knew that stocks of solid, well-manayed 
companies were often undervalued because of public ignorance. He 
also knew that ignored, undervalued stocks always zoom as soon 
as the public awakens. That is how he accumulated his vast 
fortune and his methods still work. Little-known stocks, many 
selling under $5, representing future profit opportunities, can 
always be found if you know when and where to look for them. We 
are at an important point in the stock market NOW, when many in 
vestors are selling the very stocks that Baron Rothschild might be 
buying if he were alive today. Our intensive and unique research 
reports pinpoint these stocks—stocks that represent unusual profit 
situations but are overlooked by the general public and selling far 
below their potential worth. 


FREE TRIALS See for yourself how you can reap large profits 
from a small investment in these “unknown” stocks. Just send 
name and address on a postcard—or mail coupon below for free one- 
month trial subscription. No obligation. Selected Securities Re- 
search, Inc., Dept. F-57, Seaford, New York. 


Selected Securities Research, Dept. F-57, Seaford, New York 
Send me your SSR reports for 1 month’s FREE trial. 
Name 








INDUSTRY'S NEW 


ELEMENT! 


-»-the magic element of 

Colorado Climate, the element that gives 
Colorado Industry the advantages of 

greater worker productivity, fast growing new 
markets...and the BONUS of Pleasant 
Living. Before selecting your plant location, 
discover all the elements of success 

awaiting your industry in Colorado, the state 
that more than meets your 

site requirements. 


OLORADO 


Department of | 
Development | 
66 State Capitol 
Denver 2, Colorado 


INVESTMENT POINTERS 


by JOSEPH D. GOODMAN 


Ten Leading Growth Utilities 


In the first paragraph of my article in 
the December 1 issue, I stated that 
“taking everything into consideration, 
I believe that the utilities continue to 
be the most attractive group for those 


| investors primarily interested in safe- 


ty and income combined with moder- 
ate long-term appreciation prospects.” 
I then mentioned 16 leading utilities, 
all of which were selling at prices to 
yield 54%2% to 6%. The response to 
this article has been most gratifying 
and brought with it additional com- 
ments from readers requesting a list 
of leading growth utility stocks, where 
capital appreciation, rather than a 
large return, was the primary objec- 
tive. Accordingly, I submit data on 
ten utilities serving areas which are 


expected to show the largest percent- 


age gains in population during the 
next ten years. 
Arizona Public 


(traded 


Service 


over-the-counter), serves more than 


EXECUTIVES: 

Write today for your free, 
revised-to-the-minute 
analysis... 

INDUSTRIAL COLORADO 


277,000 customers in ten of the state’s 


| 14 counties, an area covering around 


40,000 square miles. Public Service, 


| which serves all the principal cities 








current rate 


Earn 4x, 


per annum 


at Wisconsin’s Largest 
Federal Savings Association 


® Current rate: 4% per annum plus up to 1% 
bonus for systematic monthly savings. 


@ Savings insured to $10,000 by the F.S.L.L.C., 
an agency of the United States Government. 


@ Conservative management. Reserves 
EXCEED legal requirements by more than 
60°. 


@ Over $75,000,000 in assets—one of 
America’s hundred largest savings 
associations. 


@ Postage-free save-by-mail plan. 


Write for more information, or to open 
insured account immediately, send check to: 


FIRST FEDERAL SAVINGS 


and Loan Association of Wisconsin 
Dept. F, 730 WN. Water St., Milwaukee 2, Wis. 














except Tucson and Mesa, includes in 
addition to its regular natural gas and 
electricity business a bus system in 
and between the state’s southeastern 


| communities of Bisbee, Lowell and 


Warren, and a steam distribution sys- 


| tem in Flagstaff. Operating revenues 
| since 1947 have increased from $12.5 


million to $50.2 million as of the 12 
months ended September 1957. Dur- 
ing this period, earnings have risen 


| from 95c to $1.85 a share, and divi- 
| dends from 60c to $1.12 annually. 


Price range 1947-1957: 27-8. Current 
price, 27; yield 4.1%. I believe there is 
an excellent chance that the company 


| will raise the dividend before too long. 


Central & South West, recom- 


| mended here previously, is doing very 
| well. Since 1954, operating revenues 


have increased from $104.5 million to 


| $135.8 million for the 12 months end- 


ing September 1957. The company 


| will continue to benefit from popula- 
| tion and economic growth in its serv- 
| ice area (Texas, Oklahoma, Arkan- 


sas and Louisiana), with the demand 
for electricity and natural gas being 
further aided by the expansion of old 
industries and the establishment of 
new ones. Earnings are currently 
around $2.34 a share, so that the cur- 
rent $1.60 annual dividend rate could 
easily be increased. The present price 
of 42 is within one point of its all-time 
high. Incidentally, it is interesting to 
note that as of the end of last Novem- 





ber 242 institu- 
tions were holding 
this stock. 

Florida Power 
Corporation, an 
old favorite of 
this column, has 
done wonderfully 
well since recommended here some 
years ago when it sold in the 20s. 
The company’s service area extends 
south from the Florida-Georgia state 
line along the portion of the Gulf 
Coast to St. Petersburg and through 
the central part of the state to Lake 
Plaza. During the last year, quite a 
few large industries such as General 
Electric, Air Associates, Minneapolis- 
Honeywell, etc., have moved to the 
company’s territory, and give indica- 
tion that the industrial department 
will once again establish new records 
in sales. Earnings also are keeping 
pace, and for the period ended Sep- 
tember 30, 1957, amounted to $2.78 a 
share (on 255,813 additional shares) 
vs. $2.75 a share a year earlier. The 
current 50c quarterly dividend was 
recently raised from 45c and repre- 
sents the sixth consecutive year in 
which the dividend has been raised. I 
believe this trend of dividend in- 
creases will continue, and that some- 
time late in 1958, it will again be in- 
creased. Current price, 55. 

Florida Power & Light, serving the 
east coast of Florida from Daytona 
Beach south to Miami, is also an old 
favorite of this column, and appears 
headed for another record year. The 
stock has advanced sensationally since 
first recommended here, around 10, 
six years ago, and is now selling at 
54, where the yield is but 2.6°% on the 
current $1.40 annual dividend. The 
stock would appear on the high side 
for the moment, but if one is willing 
to forego a large return for long-term 
capital appreciation, continued reten- 
tion and new purchases appear war- 
ranted. Undoubtedly, the dividend 
will be further increased from time 
to time. 

Middle South Utilities subsidiaries 
operate an integrated utility system 
in Arkansas, Louisiana and Mississip- 
pi. As of the end of 1956, more than 
1,079 communities were served with 
electricity and more than 72 with 
natural gas. Total population of the 
area served is almost 4 million. Lead- 
ing cities served include Little Rock, 
Pine Bluff, Hot Springs, New Orleans, 
Jackson, Natchez and Vicksburg. 
Earnings for 1957 are expected to rise 
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to $2.50 a share from $2.18 a share in 
1956. The current $1.70 annual divi- 
dend was recently increased from 
$1.60. Middle South Utilities also has 
been extremely popular with invest- 
ment trusts, pension funds, savings 
banks and such organizations. At 
the end of last year, some 218 institu- 
tions owned the stock. Current price, 
34; yield, 5°. Price range 1957: 
39-30. 

At the end of November, 297 in- 
stitutions owned Pacific Gas & Elec- 
tric which is generally regarded as 
more conservative than any of the 
stocks mentioned in this article. 
Nonetheless, the company’s growth 
record during the past decade has 
been quite impressive, with operating 
revenues and earnings per share hav- 
ing increased from $184.3 million to 
$500 million estimated for 1957, and 
from $2.45 a share to an estimated 
$3.40. The company is the largest 
public utility operating on the West 
Coast and supplies electricity and gas 
in northern and central California, in- 
cluding such cities as San Francisco 
and Oakland. The population served 
is in excess of 644 million. Current 
price, 48; indicated annual dividend, 
$2.40 a share; yield, 5%. Incidentally, 
I think it is worth mentioning that in 
connection with growth in the Far 
West, U. S. News & World Report 
stated several months ago that “the 
Far West as a region is expected to 
show a gain (in the next decade) of 
nearly 33°, in population compared 
with 18°, for the United States as a 
whole. In this area, Nevada and Cali- 
fornia are likely to show the highest 
rate of growth. 

Southern Company is a_ holding 
company whose largest subsidiaries, 
Alabama Power and Georgia Power, 
serve a large part of both states, in- 
cluding such cities as Birmingham. 
Mobile, Montgomery, Atlanta, Augus- 
ta and Macon. Other subsidiaries serve 
parts of Florida and Mississippi. Rev- 
enues have increased substantially 
since 1950, from $130.6 million to 
$247.4 million for the 12 months ended 
September last year. At its present 
price of 24, the yield is 4.5°, on the 
present $1.10 annual dividend. Cur- 
rently holding the stock are 189 in- 
stitutions. 

Texas Utilities serves an area cov- 
ering about one third of the state’s 
population, including Dallas and Fort 
Worth. Needless to say, growth of the 
company’s territory has been fast and 
promises to continue this rapid rate 
for some time. The company’s 1957 
earnings are estimated at $2.55 a share 
vs. $2.35 a share earned in 1956. Divi- 
dends have been paid each year since 
1917 and have been increased in each 


(CONTINUED ON PAGE 119) 
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Your Profit Opportunities 


Individual Stocks in 1958 


“Spear’s 1958 Forecast on Business and 
Stocks” tells you of the selective stock 
market profit opportunities we see ahead 
and also how you should plan now 

to make good 1958 gains. 


6 FUNDAMENTAL CHANGES CALL FOR 
NEW INVESTMENT STRATEGY 


Read and re-read Pages 2-5 in Spear’s 1958 Forecast. It tells you 
about 6 fundamental changes which took place from 1914 to 1946 
and which greatly affected the stock market. 


These changes have already stopped short two bear markets. The 
1946-49 market could have been much worse—and the 1953 
“slump” much larger, without these changes. From now on, we 
believe these changes will call for a whole new investment strategy 
for making profits in new types of individual bull markets 


HOW TO MAKE 1958 PROFITS 


To help you prepare for selective profit opportunities in 1958, we 
have prepared a new Special Report entitled “21 Special Stocks for 
Large Gains in 1958.” 


Part I—"5 Special Stocks for Individual Bull-Market Gains" 
Part II—''4 Strong Stocks for Income and Gradual Growth" 

Part I1I—""4 Much Oversold Stocks for Early-1958 Big Rebounds’ 
Part IV—"'3 Missile and High Energy Stocks for 1958 Leadership” 
Part V—"'S Selected Low-Priced Stocks for Extra 1958 Profits” 


In this Report, you will see some stocks which have probably already 
made their lows and are ready for big individual bull markets. Some 
of the best of these gains will, we believe, be in the “5 Selected 
Low-Priced Stocks for Extra 1958 Profits.” 


SPECIAL LOW-PRICED INTRODUCTORY OFFER 


To help you prepare for 1958 and for the opportunities which we believe 
it will hold, take advantage of this special offer. For just $5 you will receive 


(1) Spear’s 1958 Forecast on Business and Stocks 


(2) Our new Report on ‘’21 Special Stocks for Large Gains 
in 1958” 


(3) A 5-week trial subscription to the Spear Market Letter 
MAIL THIS COUPON TODAY 


SPEAR & STAFF Inc. Babson Park 57, Mass. 


Yes, send me at once your [7 | enclose $5 Please bill me 
new Reports . 
(1) Spear’s 1958 Forecast 
on Business and Stocks N 
(2) “21 Special Stocks for eo 
Large Gains in 1958" 


and enter my 5-week trial Street 
subscription to the Spear 

Market Letter—for just $5 

(This offer open to new " 
readers only.) City 














GET YOUR SHARE of the 


1958 Stock Market and 
Grain Market Profits 


Will it be $10,000, $25,000 or $100,000? The 
only limits to a sane are those you 
make for yourself. Set your FINANCIAL 
GOAL for 1958 at a high level, and GET 
TO WORK and attain your goal. Here are 
the tools; first: 


1958 GRAIN MARKET TREND 
FORECAST $25 
1958 STOCK MARKET TREND 
FORECAST $25 
These yearly graphic forecasts show exact 
dates when markets should advance or 
decline during the year. Extremely high 
degree of accuracy during past decade. 
and, Second 


Market “KNOW-HOW” 


Instruction Books 
“45 YEARS IN WALL STREET—NEW 
STOCK TREND DETECTOR,” W.D. Gann's 
last book on stock trading and forecasting 
methods. 231 pages, $10. 


“HOW TO MAKE PROFITS IN COMMODI- 
TIES" by W. D. Gann, Revised Enlarged 
Edition, 412 pages of trading rules, tech- 
niques and forecasting methods. Illus- 
trated. Price $10. 

“A BETTER WAY TO MAKE MONEY" 
by B. H. Pugh—Simple, practical plan of 
investing and trading in the Stock and 
Grain Markets. Illustrated. 303 pages. 
Price $7.50. 

“SCIENCE AND SECRETS OF WHEAT 
TRADING,”’ by B. H. Pugh—A practical 
and Complete Wheat-Trading Course in 
six parts. Every Stk. illustrated. Price 
for complete se 

“TRADERS INSTRUCTION BOOK,”’ by 
Burton H, Pugh—Rules for traders in the 
grain markets. [liustrated. 108 ages 
(Original Price $20.00) . . Price 37.50. 
“MASTERING COTTON,”’ by Burton H. 
Pugh—A book of instructions for tradin 
in the Cotton Market. \y pages. Illustrated 
(Original Price $20.00 . Price $7.50. 
“HOW TO MAKE enetits TRADING IN 
PUTS AND CALLS.”’ by W. D. Gann, 16 
pages .. Price $2.00. 

COMMODITY CHARTS (Gann Method)— 
Daily, Weekly, Monthly . Prices on 
request. 

MARKET INSTRUCTION COURSES — 
Prices on request 


(Enclose Remittance With Order) 


Lambert-Gann Publishing Co., Inc. 


P.O. Box 1505—Miami 9, Florida 





| July. 
| now is how far it will go and how long 











for Profitable 
1958 MARKET DECISIONS 


The New JANUARY Issue of 
GRAPHIC STOCKS «tsin'n« 


over 


1001 CHARTS 


showing monthly highs, lows-—earnings 

dividends—capitalizations VOLUME on vir 

tually every active stock listed on N. Y 

Stock and American Stock E neh anges cover 

ing 12 years to January 1, 195 

Complete with DIVIDEND RECORDS 
for the full year of 1957 


Single Copy (Spiral Bound). ..$10.00 
Nearly (6 Revised Books) 


F. W. STEPHENS 
87 Nassau St., N. Y. 38 BE 3-9090 








suReD 10 210,000 


(i) Get our FREE LIST of 


INSURED Federal Sav- 
ings Assns. paying up to 
4% per annum quarterly. 


ALBERT J. CAPLAN & CO. 


Members: Phila.-Balto.Stock Erch. 
Boston Stock Exchange (Assoc.) 


1516 Locust St., Phila. 2, Pa. 


| suggestions. 


MARKET COMMENT 


Stock Market Patterns In 1958 


THE year just closed was marked by a 
reversal in a long upward trend in 


| business and in the stock market. An 


adjustment, which means a correction 
of previous mistakes and excesses, has 
been in progress at least since last 
What everyone wants to know 


it will last. Some observers, it should 
be recognized, think the correction is 
nearly complete. Others maintain that 
it is too early to buy, and that it will 
take as long to reverse the downtrend 
as it took to reverse the uptrend. I 
lean toward the latter view. 

To the extent that the reversal was 
occasioned by tight credit and rising 
interest rates, however, the cause has 
been removed. Previous credit policy 
in late weeks has been assertively 
changed. There is evidence of this in 
the rise in bond prices, in lower rates 
on 91-day bills, in the Federal Reserve 
System weekly statements, and in the 
greater availability of loans to bor- 
rowers. Usually, the stock market 
and business has a long delayed, 
rather than immediate, reaction to 
credit developments. 

To the extent that the adjustment 
was hastened by economies in national 
defense expenditures, another cause 
has been or is about to be removed. 
Russia’s sensational space satellite 
has dramatized America’s backward- 
ness in pure science and its applica- 
tions, and we are going to spend on 
defense more money rather than less. 
Indeed, instead of a budget surplus 
the nation probably is headed into a 
period of deficits. Theoretically, at 
least, budget deficits eventually are 
inflationary. 

But that’s not the whole story. After 


| any long upward trend in the stock 


market has been reversed into a 
downtrend, it takes a lot of “power” 
to reverse it again. Baruch has some- 
thing to say about “interrupted 
trends” in his new book. Most every- 
one close to the stock market, brokers 
as well as those who own stocks, 
“wants the market to go up,” and bull- 


| ishness tends to be an “occupational 


disease.” There’s always a militantly 
disavowed tendency to let the heart 
rule the mind, especially in a situa- 
tion like this. But even the more 
hard-boiled thinkers among us are not 


| entirely exempt from falling victim to 
| this psychology. 


The other side of the coin, the bear- 
ish side, is etched with less favorable 
Here are just a few: 


by L. O. HOOPER 


1) There is noth- 
ing in this new na- 
tional defense pro- 
gram to stimulate 
the heavy indus- 
tries; it will be a 
long time before 
research in missiles is translated into 
hardware; we have enough (and too 
many) manufacturing plants now; all 
the emphasis on preparedness now is 
on complicated gadgets rather than on 
big heavy stuff; most of the previous 
boom was based on heavy industry 
activity, and there seems little to make 
heavy industry recover in a big way. 

2) In the first and second quarters of 
this year, at least, aggregate corporate 
earnings will be lower than in the 
same period a year ago and lower 
than in the last two quarters of 1957. 

3) Unemployment will increase and 
employment will decrease in the 
months immediately ahead; more 
people will be working reduced hours. 

4) With personal incomes down to 
some extent, and people not feeling 
quite as prosperous, automobile sales 
in 1958 are likely to be lower than in 
1957. 

5) Numerous. dividends already 
have been cut and omitted, and such 
things are likely to continue for at 
least another quarter or two. 

One widely read advisory service is 
guessing that the range of the DJ In- 
dustrials in 1958 will be between a 
low of 400 and a high of 480. I would 
put the low a little lower, say around 
390; and leave my estimate of the high 
open for the time being. The present 
theoretical “support area” would ap- 
pear to be 410 to 420, with a “supply 
area” around 450-460; but neither the 
“support area” nor the “supply area” 
should be regarded as more than pass- 
ing limits. 

It should be said, too, that from now 
on (barring unexpected challenging 
news), the stock market is likely to 
be more selective. Some stocks al- 
ready have made their bear market 
lows. Others have not. I like the semi- 
defensive issues representative of the 
consumer industries better than the 
heavy industry stocks. I am just toy- 
ing with the idea that this adjustment 
may not be so “deep” as it may be 
“long.” If it is not too deep, the con- 
sumer shares can do rather well while 
the heavy industry shares may be go- 
ing down or failing to go up much. 

One of the technical imponderables 
is found in the buying policies of the 
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[teers *s" TOBACCO STOCKS .... 
> (|) Philip Mor 
Cl Reynoles “8” ag ‘break - through” to new profits ? 


In 1948- > average gain in the five major tobacco stocks was 45% . . . in 1952-53 the average 
— was 34°. Now IR studies indicate that this phenomenal industry, which has consistently 
outperformed the market since mid-July, may be on the verge of great new advances spark- 
plugged by increased sales profit margins and widespread acceptance of the ‘‘filter.”’ 

I'wo dynamic stocks may reap maximum profits from such an upsurge. One shows an earnings 
record which makes many *‘ni " growth companies pale by comparison. We believe a second 
now averaging a 6:7% yield, is in line for marked and sustained appreciation within the next 
2-18 months 

Act Now = ammning this special prguetry- wide surves PLUS the 1958 IR_ Investment Pro 
> » and s age service for ne next 5 weeks oO O 90 
tog ha NHEDG ED WN DVIC CE : ONLY $3. Just mail the coupon below. Our refund guar 


——f INVESTORS RESEARCH*---——----- 
Company (Dept. F45) Please airmail Bulletin on Tobacco 


: Stocks and 5 week trial subscription 
922 Laguna St. including 1958 Investment Program- 


Santa Barbara, Cal. ming package. Enclosed is $3 


institutions, especially the pension | 
funds. These institutions follow a pol- | 
icy of buying on weakness, sort of a 
loose dollar-averaging process. They 
constantly provide a cushion for the 
quality stocks; and they are not at all 
fussy about obtaining a high yield, or 
even a conventional return, provided 
they visualize long-range apprecia- 
tion—and long-range appreciation 
with them is years rather than months. 
Without predicting anything about 
short-term behavior, I am going to 
mention a few stocks which appeal to 
me as interesting on their merits. Most 
of them are semi-defensive issues 
rather than adventurous speculations. 
Campbell Soup (34) pays $1.50 per 
annum and earned $2.80 a share in the 
year ended with July vs. $2.74 and 
$2.73 in fiscal 1956 and 1955 respec- 
tively. There are no bonds or pre- 
ferred ahead of the common. Profit 


: , € 
margins are high and are improving. In red Sa gs 
New products are interesting. SU vin 

American Optical (34) pays $2 per ASSOCIATIONS ! 


annum and earned about $3.45 a share 
last year vs. $3.01 in 1956, $3.34 in ii a . dine Calif d 
1955, $2.65 in 1954. $3.10 in 1953 and Capital is needed in expanding California, an 


we know where to place it for you to your best 
$2.96 in 1952. The stock is down from : * advantage! Earn up to 100 per cent more than 
a high of 53% in 11955. The company 2: bank interest with the positive safety of an account 
is the world’s largest factor in optical i insured to $10,000 by U.S. Government agency 
supplies and has a good instrument 
business. 


1 0 A 


Name 


NM TUT 


ill 


Address 
*Serving Investors in 48 states and 20 foreign nations. 


i ALA A AN AH 


rere yg 





No cost to invest. No charge for our service. For 
personal savings, corporations, unions, pension funds. 


Thompson Products, through its Also legal for trust funds. 
Ramo-Wooldridge subsidiary, is a 


“science” and missile stock of quality WRITE FOR AVERY L. EPPLER and CO. 





and merit. The company itself is an INFORMATION Dept. 2, Russ Building, San Francisco, Calif. 
important factor in jet engine parts 
and other parts which resist heat. 
Earnings last year were around $4.75 
a share. The dividend rate is $1.40. 
The stock sold as high as 89 a year or Cae 
so ago, and its recent low was 46. ‘NIA / Insurance Company of North America, 
Earnings in 1958 may be lower than ; 
in 1957, but the management is excel- Philadelphia 
lent and the science potential is 
unique. It is an adventurous stock, 
not a defensive one. DIVIDEND 
Manufacturers Life (200) appar- : 
ently will not be mutualized now ac- é NO. 307 
cording to the previously announced # 
plan, due to the legal inability of the 
Gooderham estate to deposit 45% of 2 oe re ee eee 
the outstanding stock as previously i December 10, 1957 , Sooretary 
expected. This is a “break” for the } 
stockholders. They deserve better 
treatment than the plan visualized. 
After all, something like 30% to 35% 20, 700%. 
of this company’s insurance in force is 
non-participating. While I lack my ae stages prea n, 2 oe 
former great enthusiasm about the RANTS of ‘Richfield Ol, giee,g00, The Ww ona 
long-term potential in this stock, I Sales move lanes end Terther then S29 
think it is undervalued, even if it see 5-9 
eventually is mutualized. On weak- 


appreciation be sure to read 
ness, it might be brought for trading “THE SPECULATIVE MERITS 
profits. 


OF COMMON STOCK WARRANTS” 
Other issues which would appear to It discusses Bh et tg phases 
be qualified to provide better-than- pusdnans Gnd calecdeuvines Gane apeer. 
average performance over the fore- 
seeable future would be Great At- 
(CONTINUED ON PAGE 119) 





The Board of Directors has declared 
a quarterly dividend of 6242¢ per 
share on the capital stock of the 
Company payable January 15, 1958 
to stockholders of record at the close 
of business December 31, 1957. The 
Transfer Books will not be closed. 











| 
| 


GLADDING, McBEAN & CO. 


Los Angeles, California 


DIVIDEND NOTICE 


A quarterly dividend of 25c per share 
has been declared on the outstanding 
common stock of this company, pay- 
able on January 24, 1958, to stock- 
holders of record at the close of 
business on January 8, 1958 

R. A. Eccles 

Secretary 


tunities in Warrants 

For your copy send $2 to the publishers 
R.H. Associates, Dept. F-98, 220 Fifth 
Ave., New York 1, N. Y., or send for free 
descriptive folder. 


OBER SHG ES DERE Ee EHO 


December 5, 1957 
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If You Failed 
to SELL 


the last time— 


... better 
read 
this! . 


Seven times out of eight in 18 months the 
Drew “Odd Lot’ Indexes have correctly indicated 


a change in the market's trend. In May ‘56 they | 


dramatically pointed to an “oversold” condition 
in the market (and a “selling climax”). 
'56 they indicated serious internal weakness in 
the market's structure and an intermediate down- 


trend. On Nov. 29, '56 they abruptly shifted | 


course on the bottom day of that decline. In 
mid-January "57 they indicated a down-trend. On 
Feb. 12 revealed an over-sold condition and 
pointed upward. In early August they again indi- 
cated serious decline. In September they sig- 


nalled what proved to be an abortive selling | 


climax, quickly nullified by subsequent action of 
the Indexes. Then they indicated the “selling 
climax” and intermediate recovery. 


We must confess that, much as these identi- 
fications seem rewarding for the “blood, sweat, 


toil and tears’’ poured into them, we cannot be- | 


lieve they are always going to be infallible. But 
we have no choice than to proceed on the record 
which apparently remains intact—that the In- 
dexes have yet to provide a major indication 
that could have safely been ignored. 


The record since the Studies were first made 
public in 1948 seems clearly to establish that 


we will have better stock market results heeding | 


what the Studies show us than ignoring their 
warnings—whether on a selling climax indicat- 
ing the cleaning-up of liquidation or when the 
top-heavy structure is about to collapse. 


The Indexes should again 
useful warnings to identify the next 
selling point prior to important decline. 


In this regard—our latest Studies sug- | 


gest that the immediate period should 
prove significant. 


You may receive the Reports for 30- 
60 days at one-half their regular cost to 
determine their usefulness. If at the end 
of the trial you feel they have not con- 
tributed, we will refund payment. 
3 latest Drew Reports will be included 
without charge. They pull no punches 
about the immediate situation, near 
term and long range prospects. 


Send your 3 latest reports air mail, | 
| and Drew Studies for period indicated. | 


; C) 4 weeks-$5 [] 9 weeks-$8 ! 


F-7 
INVESTMENT | 


DREW ASSOCIATES 


| 
| 
INCORPORATED 


53 STATE ST. - BOSTON, MASS. 


e | ployment, etc. 


In August | 


provide | 


The | 


WueEN all economic statistics have 
been compiled, the records will show 
that 1957 was an outstandingly good 
year, in many respects the best ever. 
| But the investor will be unimpressed 
| by the new all-time highs in gross 
| national product, personal income, 
| capital expenditures by business, em- 
He won't even total 
| up his dividend receipts which, most 
| probably, also hit a new high. De- 
| pending on his disposition, the in- 
| vestor will take a grim or a sad look 
at the shrunken value of his stock 
| portfolio and conclude that 1957 was 
| a pretty miserable year. 

A year ago this country was en- 
joying a high degree of prosperity. 
|The Administration and the Federal 
| Reserve, politicians and business men 
| —all were worrying about a runaway 
| boom and inflation. The American 
| economy was straining the limits of 

its capacity. The stock market, though 

somewhat shaken by the Suez inci- 
| dent, reflected this favorable state of 
affairs. It was so close to its all-time 
high, however, and evaluated the 
| near-term earnings outlook so opti- 
mistically that its upside potential 
seemed rather limited. As I stated in 
this column at the time, it appeared 
| quite improbable that the market 
would go “through the roof” in the 
| foreseeable future. The year 1957 did 
| not promise to be a year of oppor- 
| tunity for the investor——and it wasn’t. 





STOCK ANALYSIS 


1958—Year of Opportunity 


by HEINZ H. BIEL 


As 1958 ap- 
proaches, the 
American econo- 
my is somewhat 
wobbly. Car load- 
ings and steel pro- 
duction are way 
down; unemployment, negligible in 
recent years, has been rising steadily 
and in November was at the highest 
level for that month in eight years; 
hundreds of stocks, including industry 
leaders like U.S. Steel, General Motors 
and Santa Fe, are making new lows 
day after day; and even the Federal 
Reserve Board has finally realized 
that the time has come to worry about 
the trend of business rather than in- 
flation. Investors now flock into the 
bond market with unrestrained en- 
thusiasm, gladly forsaking the oppor- 
tunity in stocks for the so-called safety 
in bonds. 

This is the season of the year when 
almost everyone seems to feel the urge 
to predict the future. It is my pro- 
fessional misfortune that I too have to 
engage in this hazardous game, but 
being convinced of the limitations of 
economic forecasting, I prefer to ex- 
press an opinion rather than give a 
prediction. 

It is possible that the mild reces- 
sion now underway will snowball into 
something much more serious than 
anyone dares to state in public, except 
for a few habitual prophets of doom. 
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We haven't had a real depression for 
so long that most people consider it 
only a remote contingency. In fact, 
a whole generation has grown up that 
has never lived through a depression 
as a business experience. I am any- 
thing but a pessimist or fear monger, 
but I don’t think we can afford to 
rule out the possibility of an eco- 
nomic setback of such severity that 
the euphemism “recession” is no long- 
er applicable. 


While I am aware of this danger, as | 


well as of the fact that the so-called 
built-in stabilizers have never been 
tested under fire, I believe that proba- 
bilities favor a comparatively brief 
and mild decline in economic activity. 
The political and social consequences 
of an American depression would be 
so serious that both the Administra- 
tion and the monetary authorities 
will and must make every effort to 


forestall it, even at the cost of budget | 
inflation. By | 


deficits and renewed 
comparison, they are the minor evils. 
I am confident that it can and will be 
done. 

If this should turn out to be the 
course of events in the coming year, 
then, for the investor, 1958 will be a 
year not to be dreaded, but one to 
look forward to, a year of opportunity. 

Many good stocks are no longer 
“discounting the future pretty far 
ahead,” as I used to say in this column. 
Present prices are realistic, and in- 
vestors are offered not only liberal 
dividend yields, but also an appreci- 
ation potential that should prove to 
be far greater than the downside risk. 
There is a huge difference between 
U.S. Steel yielding a skimpy 312% 


at its 1956 high of 7334 and the present | 


6% return. Even if the Edsel should 
be a flop and 1958 a mediocre auto- 
mobile year, Ford at 38, yielding 6.3%, 
would seem to be a far better buy than 


it was at 64% less than two years ago | 


when investors scrambled madly for a 
few shares of this supposed bargain. 

Good, if not excellent, values begin 
to crop up everywhere, especially in 
industries whose near-term outlook 
ranges from doubtful to unfavorable. 
The only time when one can buy 


stocks cheaply is when nobody else 


likes them. Obviously, it requires less 
courage to buy stocks which are the 
favorites of the day, like the drug 
stocks at present, for example. But 
by the time a stock, or an industry, 
has become popular, the appreciation 
potential has largely been exhausted. 
The experience with the aluminum 
stocks in the past two years should 
serve aS a warning. 

’ There is probably no need to rush 
into the market now, but plans should 
be made well ahead of time in order 


(CONTINUED ON PAGE 119) 
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WOULD YOU SPEND 


‘20 — 
for Investment Success 
in The Critical Year Ahead? 


. - - just $20 a year for the facts and guidance you need 
to help make the best possible decisions regarding your 
securities during this uncertain period. 


ELL, that’s all it costs you for the most complete investment service we've 

been able to devise after 55 years of successful experience . .. the same 
service already endorsed by more than 53,000 investors who thoroughly believe 
that it’s worth every penny of the $20 they pay—and more! 


BECAUSE HERE'S WHAT YOUR $20 BUYS... 


The Financial World 

“Independent Ap- 

praisals” — 64-page 

guide to nearly 2,000 

stocks sent each 
month to every subscriber. Detailed one- 
line digests on prices, earnings, divi- 
dends. Our individual ratings for com- 
parison—and profits. (Similar guides 
cost up to $24.) 


Specialized, personal 
and confidential advice 
about any investment 
as often as four times 
a month. The best and most considered 
opinion we can mail you on any par- 
ticular stock—the most seasoned advice 
we can give you on whether to buy, sell, 
or hold. ( Available free to subscribers, 
can't be purchased alone for any price.) 





FREE > 
with $20 or $12 order 


This 72-page book on the / 
basic principles and pro- / 
cedures of investment / 
success: 


ont ee 
tee, tt 
Meany 


Planning o Portfolio 
Investing for Profit 
Investment Timing * Growth Stocks 


How to Read Market 
Action 


Stable Income Stocks 


What to look for in 
Mutuol Funds 


The 43rd edition of our 
annuel “Stock Facto- 
graph” Manual a 304- 
page indexed review of 
more than 1,800 stocks—a 
parade of pertinent facts 
that highlights their good 
points and bad—makes the 
Factograph indispensable 
as a ready-reference guide. 
‘Sold separately at $5.) 


IN ADDITION TO 

A full year’s subserip- 

tion to FINANCIAL 

WORLD — 32 fact-packed 

issues of a magazine pub- 

lished for just one pur- 

pose to keep you 

current on exactly what's 

happening and why, in 

the world of stocks, bonds and business, to 
catch trends as they start, to let you profit 
from the most attractive opportunities to buy 
or sell. «Cost $26.00 at your newsstand.) 


JF that sounds like $20 worth of 
tax-deductible expense to you 
. « « $20 that will increase your income, 
improve your portfolio and assure in- 
vestment success . . . just return this 
“ad” with your name and address, and 
your check or money order. (26-week 
trial offer includes Financial World, 
Factograph Manual and independent 
Appraisals—all for $12.00.) 


55 YEARS OF SERVICE TO INVESTORS 


FINANCIAL WORLD 


Dept. FB-11—17 Battery Place, New York 4, WN. Y. 











DON’T MAKE ANOTHER TRADE 
UNTIL YOU HAVE READ 


“How to Trade Commodities for Profit” 


knows and the novice will soon learn the need for guidance and know-how 


The “EXPERT” 

In commodities 

Among the important subjects covered in our new 

FOR PROFIT” are: 

@ An explanction of what causes Commodity . 
Price Trends; 

@ How the market may be mecsured to de- o 
termine the trend of prices; 


You will enjoy the background material about the Commodity Market. . 


and its part in our economy 
A twenty-two year study of Buying and Selling in 
complete with charts and commentary. 


Space does not permit complete elaboration of the wealih of information contained in this book 
you may adapt commodity trading to your 


but you will be interested to know it explains how 
investment program. 


Send $1.00 for your copy today and we will also send you free of charge 3 weeks trial of our 
Special Weekly Commodity Service, and our profit record for wheat and soybeans for the 


MARKET RESEARCH ASSOCIATES 
108 South Los Robles, Pasadena, California 


past 4 yeors. 


book “HOW TO TRADE COMMODITIES 


How you will know when Buyers ore in 
command and the Trend is Up; 

How you will know when Sellers ore 
stronger and the Trend is Down; 

what makes it tick 


the Dow Jones Commodity Futures Index 











WHICH 


INSURED SAVINGS | 


THE ACID TEST 


ASSOCIATIONS 
PAY 4% and WHEN? 


Your Money Insured 


by U.S. Government Agency 
2 


Dissatisfied with low interest on your 
money? Worried about the stoek 
market? Want up to 4% —with safety 
of principal insured by a U.S. Gov- 
ernment agency? Then the Insured 
Associations deserve your careful 
consideration. Your free annual sub- 
scription to the Robbins Bulletin 
Service answers questions like: 


® How can you place $100 to $1,000,- 
000 or more—100% insured against 
any loss by an agency of the United 
States Government? 


Which Associations pay highest aver- 
age dividends on insured money? 


Should you insist on insurance for your 
money? Why? 


Which Associations pay dividends 
quarterly—which semi-annually? 


Which Associations require funds to be 
received on or by the 10th—which, 
the 15th—to start earning dividends 
as of the 1st of that month? 


Why have over 12,000,000 indi- 
viduals like yourself, corporations, 
churches, colleges, credit and labor 
unions, trust and welfare funds opened 
accounts in Savings Associations? 
Why do so may thousands use our free 
services 

How easy it is to open an account— 
add to it—withdraw from it. 


DO YOU KNOW THAT 


your money can earn more in only 11 
months at 4% . . than it can in 12 
months at 31, % or less! 


Mail coupon with your name and address today. 


FREE COPY 


TO: B. RAY ROBBINS CO., DEPT. S-46 | |} 


500 Fifth Avenue, New York 36, New York { 
Tel. PE-6-1912 


Gentlemen: Send free copy of Special Re- I 


port plus list of 97 Selected Associations | 


paying up to 4% 

—] Personal or Joint Funds 

-] Corporation Funds 

[) Trust or Institutional Funds 


Name.. 


Address... 


| Fund: 


EUGENE J. HABAS 


THE FUNDS 


THOSE moneymen who regard mutual 
funds with a jaundiced eye have long 
been waiting for the ultimate catas- 
trophe: the day when panicky inves- 
tors would start a run on the funds in 
their anxiety to cash in their shares. 
So far, this has never happened. Last 
year it looked even less likely that it 
ever would. Of course, the second 
half’s 12% decline in the Standard 
& Poor 500 stock average hardly 
qualified as a catastrophe. Neverthe- 
less, the way the nation’s 1.4 million 
fund shareholders reacted to it was 
encouraging for fundmen and dis- 
couraging for their rivals. 

As the October rout of the averages 
gathered force, no fund statisticians 
kept a more careful watch on the tell- 


| tale ratio of new sales to redemp- 


tions than the staff of Economist 
Harold Oberg of the National Associa- 


| tion of Investment Companies. Oberg 
| was measuring the relationship be- 


tween the amount of money taken in 
by 141 mutual funds from the sale 
of new shares to the amount they paid 


| out for redeemed shares. 


Early last month, the NAIC finally 
was able to predict flatly that 1957 
would go down as a year in which 
fund sales exceeded liquidations by 
better than three to one. In the July- 


| October period, the 3.7 ratio actually 


surpassed the 3.3 ratio for 1956. Not 
only that but net sales of $360 million 
were the biggest for that period in 
NAIC history. 

Fundmen were obviously pleased. 


| It had, after all, not been a good year 


for the stock market. But mostly they 
professed not to be surprised. Said 
President Walter 
Morgan of Phila- 
delphia’s balanced 
fund, the $600- 
million assets 
Wellington Fund: 
“We've never had 
a year in which 
liquidations were 
more than 37% of 
sales. It’s been our 
experience that the public doesn’t 
liquidate funds when the general 
market goes down. People who buy 
funds aren’t as emotional as stock 
purchasers. They don’t trade or sell 
in times of stress and strain.” 
Rejoiced Eugene Habas, sales chief 
of Hugh Long’s Fundamental Inves- 
tors and Diversified Growth Stock 
“Stock Exchange dollar vol- 


| ume per month in 1957 averaged 6% 


lower than in 1956. But the public’s 
monthly purchases of fund shares in- 
creased 6%. And liquidations—in re- 
lation to total assets—were at the 
lowest monthly average in fund his- 
tory.” 

Surprisingly enough, the fund sales- 
men did not have any spectacular rec- 
ord of 1957 achievement by the funds 
to bolster their sales talks. By late 
last month the ten largest stock funds 
were down 13.5% from their June 30 
assets value per share and even the 
ten biggest balanced funds had shrunk 
11%. That was 
neither better nor 
worse than the 
market which had 
lost a mere 12% 
as measured by 
the S&P 500 stock 
average. And vol- 
ume on the New 
"York Stock Ex- 
change declined 
1% during the year. Yet the mutual 
funds could boast a 16% rise in the 
number of new accounts opened by 
shareholders. 

What enabled the funds to buck the 
trend? Veteran fundman Herbert An- 
derson, president of Group Securities, 
has a plausible explanation. “This sort 
of thing,” says he, “always happens in 
times of market weakness. Investors 
learn again what they should never 
have forgotten: namely, that the mar- 
ket is no one-way street. That makes 
them appreciate the value of profes- 
sional management—what the Funds 
have to sell. You might call it the 
aspirin after the night before. 

“Of course,” adds he, “the Funds 
picked up a lot of ‘foul weather’ 
friends! By the next bull market 
many of them may forget the lesson 
they learned; but the funds, I am sure, 
will keep a good part of the gain we 
chalk up.” 


H. R. ANDERSON 


BULLOCK’S BETS 


In the bouncy Canadian stock market, 
with its volatile oil and mining issues, 
expert guidance is not a luxury but 
a necessity. Recently Calvin Bul- 
lock, Ltd.’s $40-million assets Cana- 
dian Fund provided a few hints. In 
the October quarter, reported the 
fund, it sold out Steep Rock Iron 
Mines, trimmed Aluminium, British 
American Oil, Falconbridge Nickel 
and B. C. Power. Bought for the first 
time: Bailey Selburn Oil, Triad Oil, 
Hudson’s Bay Oil & Gas. Added: 
Trans Mountain Oil Pipe Line, Cana- 
dian Husky Oil, Hollinger Gold. 

The Bullock management also made 
some big changes in its far bigger 
$195-million assets Dividend Shares, 
Inc. Detailing his portfolio changes in 
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T. ROWE PRICE 
GROWTH STOCK FUND, INC. 


* 
OBJECTIVE: Possible long term 
growth of principal and income. 
OFFERING PRICE: Net asset value 


per share. There is no sales 
load or commission. 


Prospectus on request 


Dept. B 
10 Light Street Baltimore 2, Md. 





| had sold out nine common 


| out? 


| Sears, 








WUAAAAARRRRRRBRY 
“TRADING BLUE CHIPS ¢ 
FOR CAPITAL GAINS” 


is the title of our book which debunks the 
theory that capital gains requires reckless 
speculation in little known and unproved 
stocks. Fortunes have been taken from in- 
vestments in the best known and actively 
traded New York Stock Exchange se- 
curities. 





Learn how you can handle your 
own funds like an expert. 
We will send you a copy of this reveal- 
ing book and three weeks of our complete 
Investment Analysis Service for only $1 or 
$1.25 via air mail. Money back guarantee. 
MARKET RESEARCH ASSOCIATES 
108 South Los Robles, Pasadena, Calif. 
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1958 WARNING 


from The 
Wall Street Journal 


During the next three months, you 
will need to keep up to the minute on 
news affecting your future and the fu- 
ture of your business. 

Because the reports in The Wall Street 
Journal come to you DAILY, you get 
the fastest possible warning of any new 
trend that may affect your business and 
personal income. You get the facts in 
time to protect your interests or to séize 
quickly a new profit-making opportunity. 

To assure speedy delivery to you any- 
where in the United States, The Journal 
is printed daily in five cities—New York, 
Washington, Chicago, Dallas and San 
Francisco. You are promptly and reli- 
ably informed on every major new 
development regarding Prices, Taxes, 
Consumer Buying, Government Spend- 
ing, Inventories, Financing, Production 
Trends, Commodities, Securities, Mar- 
keting and New Legislation. 

The Wall Street Journal has the largest 
staff of writers on business and finance. It 
costs $20 a year, but in order to acquaint 
you with The Journal, we make this 
offer: You can get a Trial Subscription 
for three months for $6. Just send this ad 
with check for $6. Or tell us to bill you. 
Address: The Wall Street Journal, 44 
Broad St., New York 4, N. Y. FM-1 
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the six months ended October 31, 
President Hugh Bullock disclosed he 
stocks 
completely while making eight new 


| commitments. What had he closed 
40,900 | 


Among other issues, 
shares of Armstrong Cork, 40,000 
shares of Union Oil of California and 
9,000 shares of International Harvest- 
er. In addition, he had cleaned house 
in American Tobacco, Container 
Corporation of America, Colgate- 
Palmolive, General American Trans- 
portation, Middle South Utilities and 
Montana Power. Big reductions were 
made in his holdings of Gulf Oil, 
Roebuck, General Motors, 
Whirlpool and W. T. Grant. 

Bullock was building his stake in 
Alcoa, General Dynamics, Cities Serv- 
ice, Coca-Cola, Lehigh Portland Ce- 
ment and Columbia Broadcasting 
“A.” He also put Chemical Corn Ex- 
change Bank and Central Hudson 
Gas & Electric in his list for the first 
time. 


& Dye, Northern Natural Gas, Pacific 
Finance and Long Island Lighting. 


RESEARCH ON RESEARCH 


| “Tue attitude of management towards 


research,” said President David L. 
Babson last month, “is one yardstick 
we used in the selection of companies 
for Aberdeen Fund.” 

Babson could cite many actual per- 
centages representing the outlay for 
research of the companies carried in 
his $9.1-million assets portfolio. In 
1956, for example, Rohm & Haas spent 
4c out of every salcs dollar on re- 
search; du Pont spent 4.lc—a stagger- 
ing $77 million. Union Carbide was 
not far behind with $55 million, 
equivalent to 4.2c on the sales dollar. 


Hercules Powder laid aside 4.4c and | 


American Cyanamid 4.5c. 


When Babson added in engineering 


costs, some of his portfolio picks 
showed astounding percentages of 
sales plowed back into research. On 
that basis, he reported, Minneapolis- 
Honeywell sent 9c back from the 
counting house to the laboratory; 
Bendix Aviation dispatched  15c. 
General Electric, with engineering 
counted in research, spent no less 
than $270-odd million—about 7% of 
sales. “GE,” explained Fundman Bab- 
son, “believes the pace of new prod- 


| uct discovery in the electronics field 


has become so swift that an estimated 


| 40% of the electronics products ex- 
| pected to be in production ten years 
| from now have yet to be invented.” 


Babson’s conservative estimate of 


the 1957 research expenditures of the | 
| 37 companies 


in Aberdeen Fund’s 
portfolio: a staggering $885 million. 


Other substantial additions to ; 
| his Dividend Shares: Allied Chemical 


STERLING 
INVESTMENT 
kind 


A balanced fund representing a 
managed investment in a diver- 
sified list of bonds, preferred 
stocks and common stocks 
selected for their possibility of 
(1) conservation of capital, (2) 
current income and (3) in some 
cases appreciation in value. 
Mail this advertisement for 
detailed, free information. 


Address 


INTERSTATE SECURITIES 
CORPORATION 
200 So. Tryon St., Charlotte 2, N. C. 


New York, N.Y. Atlanta, Ga. 








Time for Decision? 


First get the FACTS 


Facts are important to every 
investor. Before you invest why 
not find out the facts about the 
shares of NATIONAL STOCK 
SERIES which currently repre- 
sent an investment in a diversi- 
fied group of over 90 common 
stocks of American corporations. 
For a FREE copy of our latest 
Information Folder and Pros 
pectus simply clip and send the 
attached coupon. 


Address 


City and State .. ccm 


National Securities & 
Research Corporation 


Established 1930 
120 Broadway, New York 5, N. Y. 

















free ite describing 
The Common 
Stock Fund 


of GROUP SECURITIES, INC. 


A mutual fund investing for income 
and possible growth through com- 
mon stocks selected for their invest- 
ment quality. 

Nome 


Address 


DISTRIBUTORS GROUP, INC. 
63 Wall Street, New York 5, N.Y. 
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TWICE AS FAST as in blue-chip industrials! 
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CHART DEMONSTRATES anazine 


rise of 8 life insurance stocks as compared 
with 30 other life insurance issues, and with 
30 Dow-Jones industrials. 


Why Insurance Stocks Can Be Ex- 
pected To Continue Rising for Years 
Ahead 


@ Growing U.S. population —practi- 
cally assures more policies in force 
even WITHOUT an increase in 
percentage of people insured. 


Percentage of insureds HAS. in- 
creased from 13% in 1900 to 70° 
today. 


Insurance gets priority in family 
spending. Company pension plans 
increasing every vear. Birth rate 
up, death rate down. 


Many other reasons fully explored 
in “Investing in Life Insurance 
Stocks.” 


Reveals Growth Potentials 
of the 30 Best Buys 


Published by popular demand! 250 pgs. of facts and figures @ 


Company 


Backgrounds e Operating Policies « Mortality Experience e 5-Year Growth 


Record @ Summary of 1956 Operations 


Here are amazing growth performances and 
opportunities not known to one investor in 
1000! Revealed are tax-shelter features that 
enable life insurance stocks to offer capital 
gains virtually unmatched by other top 
grade securities. You are shown WHY every 
dollar invested in the right life insurance 
stocks can do the work of at least two dol 
lars in even the bluest blue-chip industrials. 
Exploded once-and-for-all is the “ultra con 
servative’” myth about insurance companies 
You are told all about the 30 Best Buy- 
now for dynamic future growth 


Look at the Record 


Suppose you had invested $2500 in each of 
four outstanding industrials in 1947—Dow 
Chemical, duPont, GE, and IBM. Today 
your $10,000 would be $43,000. BUT 

had you put the same money into four repre- 
sentative life insurance stocks—four middle- 
of-the-road performers in this group—your 
$10,000 would now be $96,000! And by 


e@ Company Investments e Dividends 


every sign and portent, life insurance con 
pany grou th has barely started. 


“Why Hasn't Somebody 
Told Me!" 


Thousands of investors were first alerted to 
the tremendous growth potential of insu 
ance company stocks when FORBES Mag 
azine published an article on the subject 
some time ago. “Investing in Life Insurance 
Stocks” is FORBES’ response to their tor 
rent of requests for more details. Months ot 
research and over 400 separate calculations 
on each company have gone into it. Latest 
data-processing equipment has speeded this 
valuable guide to publication. We know it 
will be a sell-out—and because of the timing 


factor in buying securities, we cannot go 


back to press with another edition. Act now 
Today—without risking a penny—you can 
still make sure youll get a copy .. . and 
save 3314% on the regular price! 


Order Now Special Forbes Customer Offer 


Send only $10 with coupon . 

. instead of regular price of $15. Your copy ol 
“Investing in Life Insurance Stocks” will be rushed 
to you by. return mail. Examine it 10 days. If not 
satisfied, return the book for full imme- 


Save 5500 


MONEY-BACK GUARANTEE 


entirely 
diate refund. 


.. IN FULL PAYMENT 


Subsidiary of FORBES, Inc. 
70 Fifth Ave., New York 11, N. Y. 


Enclosed is $...... Send me 


Name 


INVESTORS ADVISORY INSTITUTE, INC. 


. copies of “Investing in Life Insurance Stocks” 
by return mail. I understand I may return the Guide(s) for full refund within 10 
days if for any reason I am not entirely satisfied. G1158 


cee .Zone 
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LURIE 


(CONTINUED FROM PAGE 109) 





ments, too. It is likely to be a year 
of contradictions, a year of many 
cross currents in the economy. The 
confidence boom is over, but a new 
more moderate upturn, born of har- 
assment and trouble, could come into 
being. One thing seems certain: the 
popular expectation of a slow down- 
turn is unlikely to be fulfilled. The 
year either is going to be better than 
most now anticipate, or far worse. 
But there always will be opportunities 
for the opportunist. 


GOODMAN 


(CONTINUED FROM PAGE 111) 





of the past ten years. The current an- 
nual rate is $1.60; at its present price 
of 48, the yield is 3.3°%. Price range 
1957: 49-38; 286 institutions own this 
stock. 

Utah Power & Light and its sub- 
sidiary, The Western Colorado Pow- 
er Co., supply electric light and 
power to cities and towns in Utah, 
southwestern Wyoming, southeastern 
Idaho, and southwestern Colorado, 
with a population of about 725,000. 
Salt Lake City and Ogden, Utah and 
Durango, Colorado, are among the 
communities served. During the last 
decade, revenues have increased from 
$16.8 million to $42.6 million as of the 
12 months ended August 31, 1957. 
Earnings and dividends during this 
period have increased from $1.22 a 
share and 60c annually, to $1.84 and 
$1.20 a share, respectively. Current 
price, 25; yield, 4.8°7. 

Washington Water Power was in- 
corporated in the State of Washing- 
ton in 1889 and has paid a dividend 
each year since 1899. The company 
supplies electric power and light in 
Spokane and 83 other communities in 
east Washington and northern Idaho. 
It also furnishes some electrical pow- 
er for 216 miles of the main line of 
the Chicago, Milwaukee, St. Paul and 
Pacific Railroad. Capitalization con- 
sists of $114 million in funded debt 
and 2,342,411 shares of common stock. 
Current price, 33; current annual 
dividend, $1.88; yield, 5.6°-. 


HOOPER 


(CONTINUED FROM PAGE 113) 





lantic & Pacific Tea, Food Fair Stores, 
Penn Fruit, Abbott Laboratories, 
Reynolds Tobacco B, Pacific Lighting, 
United Shoe Machinery and perhaps 
Babcock & Wilcox, which has a very 
large backlog of unfilled orders. In 


FORBES, JANUARY 1, 1958 


spite of the year-end rally, I do not 
enthuse yet about the steels, rails and 
other heavy industry issues. 

Until I feel that I have a better 


grasp of the situation, I shall be ad- | 
vising a cautious course rather than a | 


speculative one. 


BIEL 


(CONTINUED FROM PAGE 115) 





to be ready when the opportunity 
arises. This is important because most 
of us have to force ourselves to act 
contrary to our inclination, namely to 
buy stocks when things look worst, 


and to sell when there doesn’t seem 


to be a cloud on the horizon. 

While individual stocks and indus- 
tries will be discussed as the year pro- 
gresses, I might mention some issues 
which are conspicuously unpopular at 
present. In most instances the down- 
side risk is probably not much more 
than 10%. 

AVIATION, DEFENSE: General Dy- 
namics, Douglas, Thompson Products. 

Automotive: General Motors, Ford, 
Borg-Warner. 

BuILpING MATERIALS: Georgia-Paci- 
fic, Johns-Manville, Bestwall Gypsum. 

Cement: Ideal, Alpha, Penn-Dizie. 

CuemicaL: Union Carbide, Ameri- 
can Potash, Filtrol. 

CONSTRUCTION MACHINERY: Cater- 
pillar Tractor, Clark Equipment. 

INDUSTRIAL MACHINERY: Ingersoll- 
Rand, Worthington, Babcock & Wilcox. 

Non-Ferrous Metars: Anaconda, 
American Smelting, Reynolds Metals. 

Oms: Royal Dutch, Phillips Petrole- 
um, Getty Oil. 

Paper: International, St. Regis. 

Ruspser & Tire: U.S. Rubber, B.F. 
Goodrich. 

STEELS: 
public. 

MISCELLANEOUS: 
Burroughs, 
Picher. 

Raritroaps: Santa Fe, Union Pacific, 
Southern Railway. 


U.S. Steel, Bethlehem, Re- 


Outboard 


Carborundum, 


Marine, 
Eagle- 





SUBSCRIPTION RATES: United States 
and Canada, 1 year $6; 2 years $9. For- 
eign and Pan American, $4 a year ex- 
tra. 


SUBSCRIPTION SERVICE: Please mail 
subscription orders, correspondence 
and instructions for change of address 
to: 
FORBES FULFILLMENT SERVICE 
70 Fifth Avenue 
New York 11, N. Y. 


CHANGE OF ADDRESS: Please send 
old address (exactly as imprinted on 
mailing label of your copy of Forbes) 
and new address (with zone number 
if any); allow four weeks for change- 
over. 











on your 


savings 
..- by mail 


says BART LYTTON, president FIRST WESTERN, 
Nevada's Largest --Southern Nevada's Oldest 
Savings & Loan Association 


At First Western, thousands of save- 
by-mail accounts currently earn 5% 
a year. Interest is paid quarterly on 
all accounts. Savings with us have 
always been safe, available and more 
profitable. Remember—as little as 
$1.00 starts an account. 


Open your save-by-mail account today— 
postage paid. Funds received by the 
15th of any month earn from the 1st. 


Write or mail funds te: 


FIRST WESTERN SAVINGS 


AND LOAN ASSOCIATION 
118 South Fifth Street 


Dept.Q 
Las Vegas, 
Nevada 


For Only $5, You Can 


TRY BARRON’S 
FOR 17 WEEKS 


to help your money grow 


Here is a way to discover, at low cost, how 
Barron’s National Business and Financial 
Weekly gives you complete financial and 
investment guidance—the equivalent of 
numerous special services that cost much 
more. A trial subscription—17 weeks for 
only $5—brings you: 

Everything you need to know to help 
you handle your business and investment 
affairs with greater understanding and fore- 
sight . . . the investment implications of cur- 
rent political and economic events, and 
corporate activities ... the perspective you 
must have to anticipate trends and grasp 
profitable investment opportunities . . . the 
knowledge of underlying trends, immediate 


{ outlook, vital news and statistics, which 


' 


indicate real values of securities. Compactly 
edited to conserve your time, yet keep you 
profitably informed. 

No other publication is like Barron’s. It 
is the only weekly affiliated with Dow 
Jones, and has full use of Dow Jones’ vast, 
specialized information in serving you. 

Try Barron’s and see for yourself how 
this complete weekly financial news service 
gives you money-making, protective in- 
formation you need in managing your busi- 
ness and investments wisely, profitably, in 
the eventful weeks ahead. 

Only $5 for 17 weeks’ trial; full year’s 
subscription only $15. Just send this ad 
today with your check for $5; or tell us 
to bi!l you. Address: Barron’s, 392 New- 
bury Street, Boston 15, Mass. F-158 





TRENDS & TANGENTS 


(CONTINUED FROM PAGE 12) 


PACIFIC POWER 
& LIGHT COMPANY 


PORTLAND, OREGON 
December 11, 1957 


Dividend Notice 


Quarterly dividends of $1.25 per share on the 5% pre- 
ferred stock, $1.13 per share on the 4.52% serial pre- 
ferred stock, $1.54 per share on the 6.16 % serial pre- 
ferred stock, and 40 cents per share on the common 
stock of Pacific Power & Light Company have been 
declared for pa;'ment January 10, 1958, to stockholders 
of record at the close of business December 31, 1957. 


H. W. Millay, Secretary 
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‘YEAR OF DIVIDENDS 





DIAMOND GARDNER 


CORPORATION 


MATCHES + CARTONS + PULP PRODUCTS + LUMBER + BUILDING SUPPLIES - WOODENWARE 


The Board of Directors of the Diamond 
Gardner Corporation on December 12, 
1957, declared a regular quarterly 
dividend of 45c per share on the 
Common Stock. At the same meeting 
the Board also declared a quarterly 
dividend of 37%c per share on the 
$1.50 Cumulative Preferred Stock. 
Both dividends are payable February 
1, 1958 to stockholders of record 
January 3, 1958. 


PERRY S. WOODBURY 
Secretary and Treasurer 




















CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


DIVIDEND No. 40 





Tu BOARD OF DIRECTORS 
has this day declared a regu- 
lar quarterly dividend of Fifty 
Cents (50¢) per share on the capi- 
tal stock of the Company, pay- 
able February 15, 1958 to 
stockholders of record at the 
closeof business January 15,1958. 

R. E. PALMER, Secretary | 
December 12, 1957 























CANADIAN PACIFIC 
RAILWAY COMPANY 


DIVIDEND NOTICE 


At a meeting of the Board of Directors 
held today a final dividend of seventy-five 
cents per share on the Ordinary Capital 
Stock was declared in respect of the year 
1957, payable in Canadian funds on Feb- 
ruary 28, 1958, to shareholders of record at 
3:30 p.m. on January 6, 1958. 

By order of the Board. 

lr. F. Turner, 
Secretary. 


Montreal, December 9, 1957 


120 


—(FEDERAL— 


FEDERAL PAPER BOARD CO., Inc. 
Common& Preferred Dividends 


The Board of Directors of Federal 
Paper Board Company, Inc. has this 
day, declared the following quarterly 
dividends 
50¢ per share on Common Stock 
2834¢ per share on the 4.6% 
Cumulative Preferred Stock 
Common stock dividends are payable 
January 15, 1958 to stockholders ot 
record at the close of business Decem 
ber 27, 1957. 
Dividends on the 4.69 Cumulative 
$25 par value Preferred Stock are pay 
able March 15, 1958 to stockholders 
of record February 27, 1958. 
ROBERT A. WALLACE 
Vice President and Secretary 
December 6, 1957 
Bogota, New Jersey 











ROME CABLE 


coxg PORATION 


ROME, NEW YORK 
7 5th Consecutive Dividend 


The Board of Directors of Rome 
Cable Corporation has declared con- 
secutive Dividend No. 75 for 35 
cents per share on the Common 
Stock of the Corporation, payable 
January 3, 1958, to holders of record 
at the close of business on Decem- 
ber 20, 1957. 


Gerarp A. Wetss, Secretary 
Rome, N. Y., December 10, 1957 


Counterfeit $20 bills are now flood- 
ing East Coast cities, warns the Secret 
Service. How to spot them: the front 
of the bill has the number “M43” in 
the lower right hand corner, with a 
“34” in the same position in the back. 
The service also notes that the backs 
of the bills have a faded, washed-out 
look. 


First U.S. nuclear-powered merchant 
ship, the Savannah, will be built by 
the New York Shipbuilding Corp. 


| The shipyard was awarded a $20.9 


million Government contract for the 
vessel, and will start laying its keel 
in May. Its reactor will be built by 
Babcock & Wilcox, under a $9.8 mil- 
lion Government contract 


Several major oil companies are dic- 
kering for the oil and gas holdings 
of multi-millionaire Texas oilman Sid 
Richardson, say industry executives 
The price, they add, could range any- 
where between $200 million and $600 
million. Among the reported bidders 
Atlantic Refining, Continental Oil and 
Standard Oil Co. (indiana). 


Investment clubs are sporting more 
members than ever before. A survey 
by the New York Stock Exchange 
found that over 120,000 Americans 
now belong to 8,100 such clubs. All 
told, adds the Exchange, the market 
value of the stock held by the clubs 
has risen to well over $50 million 
though only one in every 10 clubs has 
a portfolio of over $10,000 


Bill collectors having a hard time 
getting payments from _ installment 
buyers, according to the American 
Bankers Association. More than 40°; 
of the lenders who report to it, says 
the association, have complained that 
credit delinquencies are rising and 
many parts of the nation show a sharp 
rise in auto repossessions. 
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y * Important Message 


ut 
fiw $950 Geccthnonde 


from D Arey P. arroll, SDivedien, Farhes Sow rilies Management 


n 1958, as perhaps never before, you will need 
a completely flexible portfolio. 


Although an overwhelming majority of stocks 
on the board moved down this year, I can see many 
issues that are now “reasonable”—and from all in- 
dications due to resume a long-term upward trend. 


But everything will not go up at the same time. As 
has always been the case, the next major rise will 
be highly selective—those that were bought “right” 
will go up first. Other issues may tag along later, if 
at all. And it is dangerous to assume that the new 
leaders will be the same as those which led the 
pack in the past. 


Let me repeat. Now is certainly not the time to sit 
with a static portfolio. Now is the time for a com- 
plete and painstaking review to make sure you are 
getting the most in earnings, assets, management 
and growth for each dollar invested—and to make 
sure your investments are truly in line with your 
personal and family objectives. 


During the coming year, it will be more important 
than ever that you give constant attention to where 
you commit the life’s blood represented by your 
savings. You must review and modify your entire 
investment program as changes occur in economic 
conditions, in technology, in your own income and 
family si.uation. 


This is the kind of job we in FORBES SECURITIES 
MANAGEMENT have been doing for some time. 


WHAT CLIENTS SAY: 


“May I say at this point that I feel 
years younger since turning over 
the responsibility of selection and 
supervision to one who devotes all 
of his time to it. A little knowledge 
is a dangerous thing and I reached 
the point where I felt it was time 
for me to pay for professional help, 
and I must say that I have certain- 
ly gained peace of mind.” E.A.B. 


FORBES, JANUARY 1, 1958 


As a part of the famous FORBES organization, my 
staff and I are able to draw upon its unparalleled 
statistical-research division at all times—we call 
upon the combined thinking of the many experi- 
enced security analysts on our own staff—and main- 
tain close contact with important company and 
industry sources who often provide information 
which is not publicly available. All of these factors 
are considered in the constant checking of the 
securities you own. 


Largely because we have the experience and facili- 
ties of the 40-year-old FORBES organization avail- 
able, the cost of creating a tailor-made program 
built around the needs and objectives of the $25,000- 
and-up investor is moderate. And normally even 
this small cost is tax-deductible. 


I would like very much to tell you just how this 
important service can free you of the time and 
energy-consuming job of guiding your own invest- 
ment fortunes, can move your money into more 
profitable channels and give you financial peace of 
mind. 


The information you give.on the coupon below will 
be considered strictly confidential and, of course, 
there is no cost or obligation for a copy of the book- 
let on “FORBES SECURITIES MANAGEMENT” 
which we will mail to you at once. Simply give me 
the details asked for on the coupon and mail it to 
my personal attention. Thank you. 


Df vey Faves ll 


Mail Coupon—No Obligation 


Forbes Securities Management Inc. 

70 Fifth Avenue, New York 11, N. Y. 

Dear Mr. Parrott 

I may be interested in retaining the services of 
FORBES SECURITIES MANAGEMENT. Will you 
kindly send me without obligation complete de- 
tails? My present investments are valued at approx- 
imately $ I have an additional $ 

in cash for available investment 


Name 
Address 


City Zone State 
Subsidiary of FORBES Inc 





ON THE 


TH 0 U ¢ HTS BUSINESS OF LIFE 


Goodwill to others is constructive 
thought. It helps build us up. It is 
good for your body. It makes your 
blood purer, your muscles stronger, 
and your whole form more symmetri- 
ca! in shape. It is the real elixir of 
life. The more such thought you at- 
tract to you, the more life you will 
have. —PRrRENTICE MULFoRD. 


The scene changes, but the aspira- 
tions of men of good will persist. 
—VANNEVAR BUSH. 


Great steps in human progress are 
made by things that don’t work the 
way philosophy thought they should. 
If things always worked the way they 
should, you could write the history of 
the world from now on. But they 
don’t, and it is those deviations from 
the normal that make human 
progress. —Cunarces F. KEtrerinc. 


I attempt a difficuit work; but there 
is no excellence without difficulty. 
—Ovip. 


We must accept the disciplines of 
democracy as well as its freedoms. 
And those disciplines must come from 
ourselves, they must be reflections of 
our own attitudes. Discipline from 
without flourishes when discipline 
from within grows weak. 

—Harry Woopsurn CHASE. 


Good leadership implies considera- 
tion of those who follow. It requires 
a communication system that works 
both ways—from ,the bottom up, as 
well as from the top down.. 

—Dr. Wo. MENNINGER. 


Where all think alike, no one thinks 
very much. —WaLTER LIPPMAN. 


The mind that is anxious about the 
future is miserable. —SENECA. 


We see things not as they are, but 
as we are. —H. M. ToMiinson. 


What the world craves today is a 
more spiritual and less formal re- 
ligion. To the man or woman facing 
death, great conflict, the big problems 
of human life, the forms of religion 
are of minor concern, while the spirit 
of religion is a desperately needed 
souce of inspiration, comfort and 
strength. 

—Joun D. ROcKEFELLeEr, JR. 
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There’s a man in the world who is 
never turned down, wherever he 
chances to stray; he gets the glad hand 
in the populous town, or out where 
the farmers make hay; he’s greeted 
with pleasure on deserts of sand, and 
deep in the aisles of the woods; wher- 
ever he goes there’s a welcoming 
hand—he’s the man who delivers the 
goods. —Watt WHITMAN. 


B. C. FORBES: 


About the best resolution you 
can make for this year is to have 
resolution. No man can fight 
his way to the top and stay at 
the top without exercising the 
fullest measure of grit, cour- 
age, determination, resolution. 
Every man who gets anywhere 
does so because he first firmly 
resolves to progress in the world 
and then has enough stick-to- 
itiveness to transform his reso- 
lution into a reality. Some- 
times | feel that if a person has 
enough resolution, he has almost 
all that is necessary to the at- 
taining of a reasonable measure 
of success. Without resolution, 
no man can win any worthwiile 
place among his fellowmen. At 
the beginning of this New Year, 
therefore, resolve to have reso- 
lution. 





If we are to achieve a victorious 
standard of living today we must look 
for the opportunity in every difficulty 
instead of being paralyzed at the 
thought of the difficulty in every op- 
portunity. —Wa ter E. Cote. 


The survival of the fittest is the 
ageless law of nature, but the fittest 
are rarely the strong. The fittest are 
those endowed with the qualifications 
for adaptation, the ability to accept 
the inevitable and conform to the 
unavoidable, to harmonize with ex- 
isting or changing conditions. 

—Dane E. SMALLEY. 


Research teaches a man to admit he 
is wrong and to be proud of the fact 
that he does so, rather than try with 
all his energy to defend an unsound 
plan because he is afraid that admis- 
sion of error is a confession of weak- 
ness when rather it is a sign of 
strength. —Pror. H. E. STocuHer. 


There are two tragedies in life. One 
is not to get your heart’s desire. The 
other is to get it. —BreRNARD SHAW. 


You do well to have visions of a 
better life than of every day, but it is 
the life of every day from which the 
elements of a better life must come. 

—MAETERLINCK. 


Thrift is that habit of character that 
prompts one to work for what he gets, 
to earn what is paid him; to invest a 
part of his earnings; to spend wisely 
and well; to save, but not hoard. 

—ARTHUR CHAMBERLAIN. 


Make friends with your creditors 
but never make creditors of your 
friends. —Henry A. Courtney. 


One can advise comfortably from a 
safe port. —SCHILLER 


A very wise man has said that 
“short of the multiplication table 
there is no truth and no fact which 
must not be proved over again as if 
it had never been proven, from time 
to time.” —E.rinvu Root. 


without conscience is a 
—R. G. INGERSOLL 


Courage 
wild beast. 


Culture is not just an ornament; it 
is the expression of a nation’s charac- 
ter, and at the same time it is a pow- 
erful instrument to mould characte: 
The end of culture is right living. 

—W. Somerset MaucuHam. 


Knowledge and human power are 
synonymous, since the ignorance of 
the cause frustrates the effect. 

—BAcon. 


On earth there is nothing great but 
man; in man there is nothing great 
but mind. —Srr Wiii1am HamITon. 


More than 3,000 selected “Thoughts” 
available in a 554-page book. Regu- 
lar edition. $5. Deluxe edition, $7.50. 





A Text... 


In the world ye shall have tribulation: 


but be of good cheer; I have overcome 


Sent in by E. M. Sanders, South 
Sudbury, Mass. What's your fa- 
vorite text? A Forbes book is pre- 
sented to senders of texts used. 


the world. 


—Joun 16:33 
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‘“‘makes copies in 


4 seconds” 


...it’s the fastest way to copy-try it! 


The easy-to-use “‘Thermo-Fax”’ Copying 
Machine is the only All-Electric, dry 
process copy maker. You make copies in 
4 seconds by electricity alone. You elim- 
inate chemicals, negatives. You get your 
copies for as little as 5¢ each. Try it. 
Use it on your own everyday business 


communications, on any forms you now 
must retype or duplicate. You’ll see how 
the clean, modern simplicity of dry proc 
ess copying can save you time and money 
over any other copy method. For your 
demonstration, call your nearby dealer. 
Or for details, send the coupon below. 


i \ 
> 


IN 4 SECONDS 


MINNESOTA MINING AND MANUFACTURING COMPANY=— where RESEARCH is the key to tomorrow 


Minnesota Mining & Manufacturing Co., Dept. QB-118, St. Paul 6, Minnesota 


Send me a copy of your informative new book, “Better Business Communications,” 


enODUCr o, 
NAME 


®eseanc™ 


and full details on clear 


COMPANY CITY 


The terms “ 





Thermo-Fax" and “Secretary 


are trademarks of Minnesota Mining & Mfg 





WATERWAYS THAT POUR OUT GOOD LIVING... 





COPPER TUBE made by PHELPS DODGE 


ro a Soe , 


PHELPS DODGE COPPER PRODUCTS 


lele] >i [el-7- Sale). | 


Within the walls and floors of practically every modern home are lines of rust-free copper pipes and tubes. These 
vital ‘‘pipelines’’ supply, circulate and drain off the water needed for plumbing, heating and air-conditioning systems. 
Years of experience in manufacturing copper and copper-alloy pipe and tube have won Phelps Dodge a lasting 


reputation for quality and service among plumbing & heating distributors and contractors from coast to coast. 


PHELPS DODGE COPPER PRODUCTS 


CORPORATION - SOO PARK AVENUE, NEW YORK 22, N 


FIRST FOR LASTING QUALITY—FROM MINE TO MARK 





